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CMUGI, Inc. (Nasdaq: CMGI) operates two core businesses that support technology-driven companies in distinct
ways. Through its subsidiary, ModusLink Corporation, CMGI provides industry-leading global supply chain
management services and solutions that help businesses market, sell and distribute their products around the
world. In addition, CMGI’s venture capital business, @ Ventures, invests in a variety of technology ventures. For
additional information, see www.cmgi.com.

/'\) ModusLink Corporation is a leading provider of global, end-to-end
} supply chain management solutions. The company provides technology
clients in the software, computing, consumer electronics, storage and
MOd USLI n k communications markets with customized supply chain solutions that
improve time-to-market, productivity and customer satisfaction while
reducing risk and cost. ModusLink’s services include consulting and
planning, sourcing and supply base management, manufacturing and
product contiguration, fulfillment, logistics management, e-commerce
and the complete range of aftermarket services. With 41 facilities in 13
countries, ModusLink has the largest global footprint in its industry. The
company is headquartered in Waltham, Massachusetts. For additional
information, visit www.moduslink.com.

@Ventures invests in early-stage and mid-stage technology companies.
Formed in 1995, @Ventures has funded more than 70 Internet, software,
IT and clean energy companies. The primary focus of @ Ventures® fifth
fund, formed in 2004, is on investments in clean energy technologies,
including alternative energy, entergy efficiency, and water purification
and management. For additional information, visit www. ventures.com.
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November 2, 2006
Dear Fellow Stockholders:

Fiscal 2006 was an impertant year for CMGI. It was a year of significant investment in our strategic
initiatives and measurable progress in our quest to build a strong foundation for the future. 1t also marked
CMGI's second consecutive year of profitability and improvements across key operational and financial metrics.

Net revenue increased 9% year over year to $1.15 billion and included growth in each of our three operating
segments, the Americas, Europe and Asia. Operating income was $0.6 million for the year and net income was
$14.9 million. These were solid accomplishments given that we invested nearly $19 million in our business this year,
including $9.4 million on our Enterprise Resource Planning system and $9.5 million in restructuring actions designed
to drive long term efficiencies.

Fiscal 2006 marked the second anniversary of a strategic acquisition which was integrated with our own
supply chain management business to form ModusLink. The creation and further development of ModusLink
has positioned us as a leader in the supply chain industry.

During the year, we made impertant progress execuling our three strategic nitiatives, which are to focus on
five target markets, expand our value proposition through new services and drive operational efficiencies.

We sold 90 new engagements, including muitiple engagements for some clients, Of these, 49% came from
our newesl {arget markets of Communications, Storage and Consumer Electronics. We realigned our sales
organization to focus on selling more services Lo our targel markets and accelerating our sales cycle.

We also introduced several new or next-generation solutions that complement and expand our capabilities in
a number of key areas and through which we can attract new clients and extend our business opportunities with
existing clients. These services are designed to increase the value we deliver and represent a significant
opportunity for ModusLink to further penetrate and improve our clients’ supply chain. This past year, new
service offerings included:

* anext-generation Direct to Retail Solution that improves our clients’ ability to leverage low-cost
sourcing regions such as Asia, Eastern Europe and Mexico for efficient retail fulfillment;

* the industry’s first Wireless Activation Service which simplifies and expedites the activation of wireless
capabilities for end users, while managing the complete process for hardware vendors and wireless
service providers; and

* our new Online Auctions Service which enables clients to tap new buyer markets and mitigate the high
cost of excess and obsolete inventory.

Our focus on areas where we can increase our operational efficiency continues, and we are making good
progress. We are in the process of implementing a new Enterprise Resource Planning system which will altow
us to consolidate our data centers and run our business more efficiently, as well as give our global clients more
visibility to the work we do for them across multiple regions and solution centers. This investment is a key
enabler for many of our other initiatives focused on driving cost reduction throughout our organization. The
systems we are building eliminate the cost redundancy associated with six data centers and nine ERP systems we




maintain around the globe today and are designed to change the way we do business. Fiscal 2006 was also a
year of progress in our hub and spoke initiative, which entails the implementation of a shared services model for
administrative support functions such as finance and information technology. Currently we are staffing our
Singapore hub with the personnel necessary to provide support across our organization.

It was also a good year for our venture capital business, @Ventures. In fiscal 2006, we made one new
investment and two follow on investments in clean technology companies, as well as two follow on investments in
other portfolio companies, totaling $6.8 million of funding. In addition, we realized liquidity events for severat of
our earficr investments—WebCT, Realm and Alibris. Each of these companies was acquired, resulting in proceeds
to us of approximately $36.0 million, with the possibility of additional consideration of $4.8 million. We continue
to be encouraged by the prospects of our other investments, especially in light of an active M&A market that has
been fueled by both strategic buyers and private equity financial buyers.

Clean technology is gaining momentum as a source of allractive investment opportunities. We have been
focusing on this space since forming our most recent fund, @Ventures V, in May 2004. A recent study found
that venture capital investments in clean technologies in 2005 reached an all-time high of $1.6 billion in North
America, a 43% increase over 2004, and this pace is increasing. According to a report from Cleantech Venture
Network, an industry focused venture organization, investment in this space totaled $1.4 billion in the first half of
2006, nearly doubling the $700 million invested in the first half of 2005.

The transformation of our company is ongoing and remains on schedule. With the investment in our ERP
system and our hub and spoke initiative, we are building the leading global supply chain management company
with a differentiated value proposition based on four ingredients:

* 2 global facility footprint unmatched by our competitors;
* low cost and high value service offerings supported by the new ERP system,
+ speed of implementation, due to standard operating procedures; and

* execution excellence

These differentiators position us to compete in what we see as an extremely attractive market opportunity in
supply chain management. There are many trends that are beneficial 1o our business and contribute to an even
greater reliance on outsourcing by larger corporations, including the need to manufacture in iower cost labor
markets such as Asia and Eastern Europe. Further, rising fuel costs accelerate the movement to assembly and
final configuration of products in local markets closer to the end consumer. Our business model is being
designed to capitalize on both of these trends. As a result of these market dynamics, many companies in our
target markets are coming to the conclusion that the best strategy for them is to focus on their core competency,
and outsource the rest. A recent Forrester Research study indicated that in their quest for cost savings, many
companies are turning to outsourcing non-core competencies. Of the companies surveyed. 50% outsource
logistics and warehouse management, 40% outsource planning and 37% outsource their entire supply chain.

In summary, during 2006 we ook many important steps toward the long term improvement of cur business
performance. Looking forward. we will remain focused on aggressively implementing our ongoing strategies
including pursuing revenue opportunities in our five target markets, increasing our value proposition with new
and innovative supply chain solutions and driving globat operational efficiencies.

In closing, [ would like to offer my appreciation to David Wetherell for his twenty years of service 1o
CMGI. Dave's visionary leadership over the years established CMGI as an early leader in the Internet age and
more recently supported its transformation to become a global provider of supply chain management
services. Dave resigned from the Board of Directors of CMGI at the end of August in order to devote more time
to his various other business interests. The entire Board of Directors joins me in thanking Dave for his
invaluable contributions 1o our company.




I also want to recognize each and every employee of CMGI, ModusLink and @ Ventures, who strive for
excellence every day and have contributed (o our progress and success. Please accept my sincere appreciation
and thanks for your hard work and dedication.

CMGI's management team is committed to continuous improvement and is working every day to create
shareholder value. On behalf of the management team, our Board of Directors and the dedicated employees of
CMGI, I thank you, our stockholders, for your on-going support.

Sincerely,

Joseph C. Lawler
Chairman, President and Chief Executive Officer
CMQI, Inc.
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This Annual Report on Form 10-K contains forward-looking statements within the meaning of Section 21E of the Securities

Exchange Act of 1934, as amended, and Section 27A of the Securities Act of 1933, as amended. For this purpose, any statements
contained herein that are not statements of historical fact may be deemed to be forward-looking statements. Without limiting the

foregoing, the words “believes,

LA LI T LIS

anticipates,” “plans,

expects” and similar expressions are intended to identify forward-looking

statements. The important factors discussed under the caption “Risk Factors” in Item 1A of this report, among others, could cause

actual results to differ materially from those indicated by forward-looking statements made herein and presented elsewhere by

management. Such forward-looking statements represent management’s current expectations and are inherently uncertain.
Investors are warned that actual results may differ from management’s expectations. CM(G! does not undertake any obligation to
update forward-looking statements.




PART 1

ITEM 1.—BUSINESS
General

CMGI, Inc. (together with its consolidated subsidiaries, “CMGI” or the “Company”). through its subsidiary, ModusLink
Corporation (“ModusLink™), provides industry-leading global supply chain management services that help businesses market, sell
and distribute their products and services. In addition, CMGI’s venture capital business, @ Ventures, invests in a variety of
technology ventures. The Company previously operated under the name CMG Information Services, Inc. and was incorporated in
Delaware in 1986. CMGI's address is 1100 Winter Street, Suite 4600, Waltham, Massachusetts 02451,

CMGT's business strategy in recent years has led to the development, acquisition and operation of majority-owned
subsidiaries focused on supply chain management services, as well as the strategic investment in other companies. A further
description of the Company's recent developments is set forth in Notes 4 and 6 of the Notes to Consolidated Financial Statements
included in Item 8 below and is incorporated herein by reference.

On August 2, 2004, CMGI completed its acquisition of Modus Media, Inc., a privately held provider of supply chain
management solutions (“Modus™), which conducted business through its wholly owned subsidiary, Modus Media International,
Inc. CMGI acquired Modus in order to expand the geographic presence of its supply chain management offerings, diversify its
client base, broaden its product and service offerings and bolster its management team.

Prior to the Modus acquisition, CMGI's supply chain management business was operated by SalesLink LLC (formerly
SalesLink Corporation) and its subsidiary, SL Supply Chain Services International Corp. SalesLink LL.C was contributed by CMGI
to ModusLink on August 2, 2004. Thereafter, ModusLink succeeded to SalesLink’s supply chain management business and
SalesLink continued to operate a marketing distribution services business focused on financial services companies. On June 28,
2006, SalesLink's marketing distribution services business was sold to Automatic Data Processing, Inc. (“ADP™).

Upon closing of the acquisition, Modus Media International, Inc. was renamed ModusLink Corporation. Through the
formation of ModusLink, CMGI has created a supply chain management market leader with fiscal 2006 revenue of $1.1 billion, 41
locations in 13 countries {including four locations in Japan operated by an entity in which the Company has a 40% interest),
including a significant presence in Asia and Europe. ModusLink has a widely diversified client base that includes leaders in the
hardware, software, consumer electronics, telecommunications and storage markets. As a result of the Modus acquisition, the
Comipany modified its organizational structure to closely resemble the operating model historically used by Modus. This operating
structure is aligned along the Americas, Asia and Europe regions. Each of these regions has designated management teams with
direct responsibility over the operations of the respective regions. As a result, the Company now reports three operating segments,
Americas, Asia and Europe.

As used herein, references to SalesLink for periods prior to August 2, 2004 refer to SalesLink Corporation and SL Supply
Chain Services International Corp., which was contributed by CMGI to SalesLink on July 31, 2003 and together comprised the
Company’s supply chain management business prior to the Modus acquisition. References to SalesLink for periods including and
after August 2, 2004 refer io CMGI’s marketing distribution services business. All references to ModusLink include both the
supply chain management and marketing distribution services businesses.

Products and Services
Supply Chain Management Services and Solutions

Through ModusLink, we provide end-to-end supply chain management services and solutions to the technology industry on a
global scale. The services and solutions are designed to optimize the supply chain, helping companies improve time to market,
inventory management, customer service and distribution. Qur clients include hardware manufacturers, software publishers,
storage and consumer electronic device manufacturers, telecommunication carriers, broadband and wireless service providers and
other companies that engage us lo manage and perform the multiple business processes throughout the end-to-end supply chain.
Our core execution services include consulting and demand planning, sourcing and supply base management, manufacturing and
product configuration, logistics management, marketing distribution and print-on-demand, e-commerce. sales support and the
complete range of after market services, from testing and repair to asset disposition. We are also a Microsoft Authorized
Replicator, further enhancing our position as a valued supply chain services provider to leading technology hardware original
equipment manufacturers ("OEMs™).

We have many years of experience servicing the supply chain management needs of companies in the technology market. We

offer a complete line of customized, vertical market solutions designed and configured to address the supply chain needs and
challenges specific to the computing, software, consumer electronics, storage and communications industries.

3




We also offer go-to-market solutions designed 10 help companies quickly, efficiently and cost-effectively enter new
geographic markets, where we have established operations and local market expertise. These solutions leverage a set of
pre-configured, end-to-end services and processes designed to help companies manufacture and/or distribute their products in
regions where they currently have no supply chain infrastructure or local market operating knowledge.

Additionally, using our information technology (“IT™) sysiems and infrastructure, we manage the flow and use of information
throughout the supply chain. ModusLink’s robust technology infrastructure serves as the backbone of a client’s fully-integrated
global supply chain solution. We offer a secure and redundant network environment to ensure our clients” data and information is
secure and accurate. We work with clients to integrate data, tools and applications to create a technology solution that meets our
clients” business needs and improves management of the global supply chain.

We are in the process of upgrading and further integrating our Enterprise Resource Planning (“ERP™) system. Qur
infrastructure spans critical aspects of supply chain processes from beginning to end and serves as the foundation for the design,
integration and ongoing management of a client’s global supply chain. Our ncw ERP system is designed to provide the visibilily
and centrol needed for better decision making, more rapid response to global market dynamics and effective asset utilization across
services and geographics. Our new operating infrastructure is expected to leverage an integrated global systems platform,
standardized process exccution, strategic global management, industry expertise and local market knowledge to provide clients
with more effective global operations management.

Qur global operational footprint consists of an integrated network of 41 strategically located facilities (including four
locations in Japan operated by an entity in which the Company has a 40% interest) in 3 countries, including numerous sites
throughout North America, Europe and Asia. ModusLink’s regionally-optimized and highly-scalable solution centers are designed
to provide the flexibility to deliver and configure products in-region, close to the customer or in low-cost regions, such as China.
Eastern Europe and Mexico for maximum efficiency and cost-cffectiveness.

Sales and Marketing

ModusLink’s sales and marketing stafts are strategically, and globally, aligned to support the development, marketing and
sale of our supply chain management services and solutions worldwide.

Our marketing efforts are focused on developing greater awareness and brand recognition among our largel client base. with
an emphasis on companies within our key vertical markets of computing, software, storage, consumer clectronics and
communications. We market our services and solutions through our website, public relations, advertising and tradeshow campaigns
and are developing a wide range of collateral materials and sales tools to support these efforts. Additionally. our global product
marketing staff is focused on the ongoing development, positioning and marketing of new services and selutions, including
customized, vertical market solutions; high-value core execution services; and geographic “go-to-marke1™ solutions. This
marketing staff also identifies and gencrales new opportunities and leads within these markets.

ModusLink sells its services and solutions on a global scale, through the direct sales channel. Qur strategically aligned, global
sales s1aff creates new opportunities and cultivates leads in all of our key regions throughout North America, Europe and Asia as
well as within our target vertical markets around the world. Our sales staff helps us to further diversify our client base.

Competition

The markets for the supply chain management and marketing distribution service offerings provided by ModusLink are very
competitive, As an end-to-end sotutions provider with services offerings covering a range of supply chain operations and activities
across the globe, ModusLink competes with a number of different vendors, both global and regional, in a number of different service
areas. We expect the intensity of competition to continue to increase from both global and regional competitors. A failure to maintain
and enhance our competitive position, including the expansion into geographical areas where we currently have no presence, will limit
our ability to maintain and increase market share, which could result in sericus harm to our business. Increased competition may also
result in price reductions, reduced gross margins and loss of market share. We compete in the supply chain management market on the
basis of quality, performance, service levels, global capabilitics, technology. operational efficiency and price.

Some of our competitors have substantially greater financial, infrastructure. personnel, and other resources than we do.
Furthermore, some of our competitors have well established, large and experienced marketing and sales capabilities and greater
name recognition, including well established relationships with our current and potential clients. As a result, our competitors may
be in a stronger position 1o respond quickly to new or emerging technologics and changes in client requirements. They may also
develop and promote their services more effectively than us and may have more strategic geographical locations in low cost
production areas of the world. Also. we may lose potential clients to competitors for various reasons, including the ability or
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willingness of competitors to offer lower prices and other incentives or concessions that we cannot or will not match. There can be
no assurance that our competitors will not develop products and services that are superior to ours or that achieve greater market
acceptance than our offerings.

Venture Capital

The Company maintains interests in several venture capital funds: CMG®@ Ventures [, LLC (“"CMG®@ Ventures I}, which was
dissolved on July 31, 2006; CMG@ Ventures I, LLC (“"CMG@ Ventures II"); CMG@ Ventures Hl, LLC (“CMG® Ventures HI7);
CMG@ Ventures Expansion, LLC (“CMG@ Ventures Expansion™); CMGI@ Ventures IV, LLC (“"CMGI@ Ventures 1V™); and
@Ventures V, LLC (" @ Ventures V”). These venture capital funds invest in emerging, innovative and promising technology
companies.

The Company owned 100% of the capital and was entitled to approximately 77.5% of the cumulative net profits of
CMG@ Ventures 1. The Company owns 100% of the capital and is entitled to approximately 80% of the cumulative net profits of
CMG@Ventures I1L

The @ Ventures III venture capital funds (@ Ventures I1I Fund™) were formed in August 1998, The @ Ventures I Fund
secured capital commitments from outside investors and CMGL, to be invested in emerging Internet and technology companies.
The @ Ventures 111 Fund consists of four entities, which co-invest in each investment made by the @ Ventures [11 Fund.
Approximately 78% of each investment made by the @ Ventures 111 Fund is made by two entities, @ Ventures II1, L.P. and
@Ventures Foreign Fund LI, L.P. CMGI does not have a direct ownership interest in either of these entities, but CMGI is entitled
to approximately 0.1% of the capital of each entity as a result of its ownership of an approximately 10% interest in the general
partner of each of such entities, @ Ventures Partners, HI, LLC (“@ Ventures Partners II1"). CMG@ Ventures 111 co-invests
approximately 20% of the total amount invested in each @ Ventures 1l Fund portfolio company investment. CMGI owns 100% of
the capital and is entitled to approximately 80% of the cumulative net capital gains realized by CMG @ Ventures H1. @ Ventures
Partners 111 is entitled to the remaining 20% of the net capital gains realized by CMG@ Ventures 1I1. The remaining 2% invested in
each @ Ventures Il Fund investment is provided by a fourth entity, @ Ventures Investors, LLC, in which CMGI has no interest.
During fiscal year 2000, CMGI formed additional venture capital fund entities to provide follow-on financing to @Ventures Iil
Fund portfolio companies. These “expansion funds™ have a structure thai is substantially identical to the @ Ventures 111 Fund, and
CMGI's interests in such funds are comparable to its interests in the @Ventures [11 Fund.

CMGI owns 100% of the capital and is entitled to a percentage {ranging from approximately 80% to approximately 92.5%) of
the net profits realized by CMGI@ Ventures IV on each of its investments.

During fiscal year 2004, CMGI formed @ Ventures V. CMGI owns 100% of the capital and is entitled to approximately 92%
of the net profits realized by @ Ventures V.

An aggregate of approximately $6.8 million was invested by CMGI's venture capital business, @ Ventures, during the fiscal
year ended July 31, 2006. In addition, in three separate transactions, the Company received distnbutions of approximately
$36.5 million from the acquisition by third parties of certain of its venture capital portfolio companies during fiscal 2006.

As of July 31, 2006, the Company, through @ Ventures, held investments in 15 portfolio companies. From time 1o time, the
Company may make new and follow-on venture capital investments and will from time to time receive distributions from the
@ Ventures entities as a resull of previous investments made in the portfolio. As of July 31, 2006, the Company was not obligated
to fund any new or follow-on investments.

Other

In recent years, a limited number of clients accounted for substantially all of the Company’s consolidated net revenue. For the
fiscal year ended July 31, 2004, sales to one client, Hewlett-Packard, accounted for 74% of our consolidated revenue. Through the
Modus acquisition, the Company addressed its client concentration and for fiscal year 2005, Hewleut-Packard accounted for 36% of
the Company’s consolidated net revenue. For fiscal year 2006, two clients, Hewlett-Packard and Kodak, accounted for 30% and
11%, respectively, of the Company’s consolidated net revenue. During fiscal year 2006, five clients, accounted for approximately
60% of the Company’s net revenues. The Company currently does not have any agreements that obligate any client to buy a
minimum amount of products or services from CMGI or any subsidiary, or to designate CMGI or any subsidiary as its sole supplier
of any particular products or services. The loss of a significant amount of business with any key client, could have a material
adverse effect on CMGIL. The Company believes that it will continue to derive the vast majority of its consolidated operating
revenue from sales to a small number of clients. There can be no assurance that revenue from key clients will not decline in future
periods.




The Company relies upon a combination of patent, trade secret, copyright and trademark laws to protect its intellectual
property. New trade secrets and other intellectual property are from time to time developed by the Company or obtained through
the Company’s acquisition activities, The Company’s business is not substantially dependent on any single or group of related
patents, trademarks, copyrights or licenses.

At July 31, 2006, the Company employed approximately 3,729 persons on a full-time basis. The Company’s subsidiaries in
Mexico are parties to collective bargaining agreements covering approximately 48 employees. The Company’s subsidiaries in
France and The Netherlands are parties to collective bargaining agreements covering approximately 518 employees pursuant to and
in accordance with applicable law that provide representation for all employees of those subsidiaries. Approximately 274 of the
employees of the Company’s Irish subsidiaries are members of labor unions. The Company considers its employee relations to be
good.

Certain segment information, including revenue, profit and asset information, is set forth in Note 3 of the Notes to
Consolidated Financial Statermnents included in Item 8 below and in Management’s Discussion and Analysis of Financial Condition
and Results of Operations included in Ttem 7 below, and is incorporated herein by reference.

Significant clients’ information is set forth under the heading “Diversification of Risk™ in Note 2 of the Notes to Consolidated
Financial Statements included in Item 8 below and is incorporated herein by reference.

As of July 31, 2006, approximately 47%, 36% and 17% of the Company’s long-lived assets were located in the Americas,
Asia and Europe, respectively. As of July 31, 2005, approxtmately 48%, 36% and 16% of the Company’s long-lived assets were
located in the Americas, Asia and Europe, respectively. As of July 31, 2004 approximately 99% of the Company’s long-lived
assels were located in the Americas, Approximately 60%, 60% and 47% of the Company’s consolidated revenue was generated
outside the United States during fiscal years 2006, 2005 and 2004, respectively.

We sell our products and services to our clients primarily on a purchase order basis rather than pursuant to contracts with
minimum purchase requirements. Consequently, sales are subject to demand variability by such clients and the Company purchases
and maintains adequate levels of inventory in order to meet client needs rapidly and on a timely basis. The Company has no
guaranteed price, quantity or delivery agreements with its suppliers. Because of the diversity of the Company’s products and
services, as well as the wide geographic dispersion of its facilities, the Company uses numerous sources for the wide variety of raw
materials needed for its operations. The Company has not been adversely affected by an inability to obtain raw materials.

Available Information

We make our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to
those reports available through our website, free of charge, as soon as reasonably practicable after we file such material with, or
furnish it to the Securities and Exchange Commission. Qur internet address is http://www .cmgi.com. The contents of our website
are not part of this annual report on Form 10-K, and our internet address is included in this document as an inactive textual
reference only.

ITEM 1A.—RISK FACTORS

We operate in a rapidly changing environment that involves a number of risks, some of which are beyond our control.
Forward-looking statements in this document and those we make from time to time through our senior management are made
pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995, Forward-looking statements
concerning the expected future revenues or earnings or cencerning projected plans, performance, or development of products and
services, as well as other estimates related to future operations are necessarily only estimates of future results. We cannot assure
you that actual results will not materially differ from expectations. Forward-looking statements represent our current expectations
and are inherently uncertain. We do not undertake any obligation to update forward-looking statements. Factors that could cause
actual results to differ materially from results anticipated in forward-looking statements include, but are not limited to, the
following:

We may have difficulty achieving and sustaining operating profitability, and if we deplete our working capital balances,
our business will be materially and adversely affected.

During the fiscal year ended July 31, 2006, we reported operating income of approximately $0.6 million. While we have
reported operating profitability in recent past periods, as a result of a variety of factors discussed in this report, our revenue for a
particular quarter is difficult to predict and may fluctuate significantly. We anticipate that we will continue to incur significant
operating expenses in the future, including significant costs of revenue and general and administrative expenses. We also have
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significant commitments and contingencies, including borrowings under a revolving line of credit, real estate leases, continuing
stadium sponsorship obligations, and inventory purchase obligations. Therefore. we cannot assure you that we will sustain operating
profitability in the future. We may also use significant amounts of cash to grow and expand our operations, including through
additional acquisitions. At July 31, 2006, we had a consolidated cash, cash equivalents, marketable securities and short-term
investment balance of approximately $228.7 million and fixed contractual obligations of $217.7 million. If we are unable 10 sustain
operating profitability, we risk depleting our working capital balances and our business will be materially adversely affected.

We derive a substantial portion of our revenue from a small number of clients and adverse industry trends or the loss of
any of those clients could significantly damage our business.

We derive a substantial portion of our revenue by providing supply chain management services to a small number of clients.
Our business and future growth will continue to depend in large part on the industry trend towards outsourcing supply chain
management and other business processes. If this trend does not continue or declines, demand for our supply chain management
services would decline and our financial results could suffer.

In addition, the loss of any one or more of our key clients would cause our revenues to decline. For the fiscal year ended
July 31, 2006, sales to one client, Hewlett-Packard, accounted for approximately 30% of our consolidated net revenue. During the
fiscal year ended July 31, 2006, five clients accounted for approximately 60% of our net revenues. We do not have any agreements
which obligate any client to buy a minimum amount of products or services. We do not have any agreements which designate us as
the sole supplier of any particular products or services. The loss of a significant amount of business with Hewieu-Packard or any
other key clients, or a decision by any one of our key clients to significantly change or reduce the services we provide, could have a
material adverse effect on our business. We cannot assure you that our revenue from key clients will not decline in future periods.

In addition, ModusLink has been designated as an authorized replicator for Microsoft. This designation provides a license to
replicate Microsoft software products and documentation for clients who want to bundle licensed software with their hardware
products. This designation is annually renewable at Microsoft's discretion. A failure to maintain authorized replicator status could
result in a reduction in our business and our revenues.

Our quarterly results may fluctuate significantly.

Our operating results have fluctuated widely on a quarterly basis during the last several years. We expect that we may
experience significant fluctuations in future quarterly operating results. Many factors. some of which are beyond our control, have
contributed to these quarterly fluctuations in the past and may continue to contribute to fluctuations. Therefore, operating resulis
for future periods are difficult to predict, and prior results are not necessarily indicative of results to be expected in future periods.
These factors include:

+ how well we execute on our strategy and operating plans;

s implementation of our strategic initiatives and achievement of expected results of these initiatives;
» demand for our products and services;

» timing of new product introductions or software releases by our clients or their competitors;
= payment of costs associated with our acquisitions, sales of assets and investments;

» timing of sales of assets and marketable securities;

« market acceptance of new products and services;

« seasonality;

* temporary shortages in supply from vendors;

» charges for impairment of long-lived assets and/or restructuring in future periods;

« political instability or natural disasters in the countries in which we operate;

» specific economic conditions in the industries in which we compete;

» general economic conditions;

» actual events, circumstances, outcomes, and amounts differing from judgments, assumptions, and estimates reflected in
our Consolidated Financial Statements; and

« changes in accounting rules.




We believe that period-to-period comparisons of our results of operations will not necessarily be meaningful or indicative of
our future performance. In some fiscal quarters our operating results may be below the expectations of securities analysts and
investors, which may cause the price of our common stock to decline.

We may encounter problems in our efforts to increase operational efficiencies.

Following our acquisition of Modus in August 2004, we continue to identify ways to increase efficiencies and productivity
and effect cost savings. We have undertaken and implemented projects designed to increase our operational efficiencies, including
the standardization to a global business solutions platform through the invesiment of approximately $29.8 million in an Enterprise
Resource Planning system. We have also begun the implementation of a shared services model utilizing centralized “hub”’
locations to service multiple “spoke” locations across the Americas, Asia and Europe regions. We cannot assure you that the
completion of these projects will result in the realization of the expected benefits that we anticipate in a timely manner or at all. We
may encounter problems with these projects that will divert the attention of management and/or result in additional costs. If we are
unable to complete these projects in a timely manner and without significant problems, or do not achieve expected results, our
business, financial position and operating results may be adversely affected.

We are subject to risks of operating internationally.

We maintain significant operations outside of the United Siates, and we will likely continue to expand these operations. Qur
success depends, in part, on our ability to manage and expand our international operations. This international expansion requires
significant management attention and financial resources, Qur operations will continue to be subject to numerous and varied
regulations worldwide, some of which may have an adverse effect on our ability to develop our international operations in
accordance with our business plans or on a timely basis.

We currently conduct business in Mexico, China, Taiwan, Singapore, Malaysia, the United Kingdom, Hungary, Ireland, the
Czech Republic, France, The Netherlands and other foreign locations, in addition to our United States operations. International
sales accounted for 60% of our total revenue for the fiscal year ended July 31, 2006. A portion of our international revenue, cost of
revenue and operating expenses are denominated in foreign currencies. Changes in exchange rates between foreign currencies and
the U.S. dollar may adversely aftect our operating margins. There is also additional risk if the currency is not freely traded. Some
currencies. such as the Chinese Renminbi, are subject to limitations on conversion into other currencies, which can limit or delay
our ability to repatriate funds or engage in hedging activities. While we often enter into forward currency exchange contracts to
manage a portion of our exposure to foreign currencies, future exchange rate fluctuations may have a material adverse effect on our
business and operating results.

There are other risks inherent in conductling international operations, including:

* added fulfillment complexities in operations, including multiple languages, currencies, bills of materials and stock
keeping units;

+ the complexity of ensuring compliance with multiple U.S. and foreign laws, particularly differing laws on intellectual
property rights, export contrel, taxation and duties; and

* labor practices, difficulties in staffing and managing foreign operations, political and social instability, health crises or
similar issues, and potentially adverse tax consequences.
[n addition, a substantial portion of our business is now conducted in China, where we face additional risks, including the
following:

* the challenge of navigating a complex set of licensing and tax requirements and restrictions affecting the conduct of
business in China by foreign companies;

+ difficulties and limitations on the repatriation of cash;

» currency fluctuation and exchange rate risks;

+ protection of intellectual property, both for us and our clients;

= evolving regulatory systems and standards; and

+ difficulty retaining management personnel and skilled employees,

Qur international operations increase our exposure to international faws and regulations. Noncompliance with foreign laws
and regulations, which are often complex and subject to variation and unexpected changes, could result in unexpected costs and
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potential litigation, For example, the governments of foreign countrics might attempt to regulate our products and services or levy
sales or other taxes relating to our activities; foreign countries may impose tariffs, duties, price controls or other restrictions on
forcign currencies or trade barriers; or a governmental authority could make an unfavorable determination tegarding our
opecrations, any of which could make it more difficult to conduct our business and have a material adverse effect on our business
and operating results.

If we are unable to manage these risks, we may face significant liability, our international sales may decline and our financial
results may be adversely affected.

We may have problems raising capital we need in the future,

Historically, we have financed our operations and met our capital requirements primarily through funds generated from
operations, the issuance of common stock, the sale of our interests in subsidiaries, returns generated by our venture capital business
and borrowings from lending institutions. Market and other conditions largely beyond our control may affect our ability to engage
in future sales of our securities, the timing of any sales, and the amount of proceeds we receive from sales of our securities. Even if
we are able to sell our securities in the future, we may not be able to sell at favorable prices or on favorable terms. In addition, this
funding source may not be sufficient in the future, and we may need to obtain funding from outside sources. However, we may not
be able to obtain funding from outside sources. In addition, even it we find outside funding sources, we may be required to issue 10
those outside sources securities with greater rights than those currently possessed by holders of our common stock. We may also be
required to take other actions, which may lessen the value of our common stock or dilute our common stockholders, including
borrowing money on terms that are not favorable to us or issuing additional shares of common stock. If we experience difficultics
raising capital in the future, our business could be materially adversely affected.

A decline in the technology sector could reduce our revenues.

A large portton of our revenue comes from clients in the technology sector, which is intensely competitive and very volatile.
Declines in the overall performance of the technology sector have in the past and could in the future adversely affect the demand
for supply chain management services and reduce our revenues and profitability from these clients.

The gross margins in the supply chain management business are low, which magnifies the impact of variations in revenue
and operating cosis on our financial results.

As a result of intense price competition in the technology products marketplace, the gross margins in our supply chain
management business are low, and we expect them to continue to be low in the future. These low gross margins magnify the
impact of variations in revenue and operating costs on our financial results. Although we have identified initiatives designed to
increase our gross margins, increased competition arising from industry consolidation and/or low demand for products may hinder
our ability 10 maintain ot improve our gross margins. Portions of our operating expenses are relatively fixed, and planned
expenditures are based in part on anticipated orders. Our current ability to forecast the amount and timing of future order volumes
is low, and we expect this to continue because we are highly dependent upon the business needs of our clients, which are highly
variable. As a result, we may not be able 10 reduce our operating expenses as a percentage of revenue (o mitigate any further
reductions in gross margins. We may also be required to spend money to restructure our operations should future demand fall
significantly in any one facility. If we cannot proportionately decrease our cost structure in response 1o competitive price pressures,
our business and operating results could suffer.

We will continue to be subject to intense competifion.

The markets for our products and services are highly competitive and often lack significant barriers to entry, enabling new
businesses 10 enter these markets relatively easily, Numerous well-established companies and smailer entrepreneurial companies
are focusing significant resources on developing and marketing products and services that will compete with our products and
services. The market for supply chain management products and services is very competitive, and the intensity of the competition
is expected 1o centinue 1o increase. Any failure to maintain and enhance our competitive position would limit our ability to
maintain and increase market share, which would result in serious harm to our business. Increased competition may also result in
price reductions, reduced gross margins and loss of market share. In addition, many of our current and potential competitors will
continue to have greater financial, technical, operational and marketing resources. We may not be able 1o compete successfully
against these competitors. Competitive pressures may also force prices for supply chain management products and services down
and these price reductions may reduce our revenues.




Because our contracts do not contain minimum purchase requirements and we sell primarily on a purchase order basis, we
are subject to uncertainties and variability in demand by clients, which could decrease revenue and adversely affect our
financial results.

Our contracts do not contain minimum purchase requirements and we sell primarily on a purchase order basis. Therefore, our
sales are subject to demand variability by our supply chain management clients. which is difficult to predict and may fluctuate
significantly. The level and timing of orders placed by these clients vary for a variety of reasons, inciuding seasonal buying by
end-users, the introduction of new technologies and general economic conditions. If we are unable to anticipate and respond to the
demands of our supply chain management clients, we may lose clients because we have an inadequate supply of products, or we
may have excess inventory, either of which may harm our business, financial position and operating results.

We must maintain adequate levels of inventory in our supply chain management business in order to meet client needs,
which presents risks to our financial position and operating results.

We often purchase and maintain adequate levels of inventory in our supply chain management business in order to meet client
needs rapidly and on a timely basis. The markets. including the technology sector served by many of our clients are subject to rapid
technological change, new and enhanced product specification requirements, and evolving industry standards. These changes may
cause inventory on hand to decline substantially in value or to rapidly become obsolete. Our clients offer limited protection, if any,
from the loss in value of inventory. In addition, our clients may become unable or unwilling to fulfill their protection obligations.
The inability of our clients to fulfill their protection obligations could lower our gross margins and cause us to record inventory
write-downs. [f we are unable to manage our inventory with our clients with a high degree of precision, we may have insufficient
product supplies or we may have excess inventory, resulting in inventory write-downs, which may harm our business, financial
position and operating results.

Our ability to obtain particular products or components in the quantities required to fulfill client orders on a timely basis is
critical to our success. We have no guaranteed price or delivery agreements with our suppliers. We may occasionally experience a
supply shortage of some products as a result of strong demand or problems experienced by our suppliers. If shortages or delays
persist, the price of those products may increase, or the products may not be available at all. Accordingly, if we are not able to
secure and maintain an adequate supply of products or components to fulfill our client orders on a timely basis, our business,
financial position and operating results may be adversely affected.

Our failure to meet client demands could result in lost revenues, increased expenses and negative publicity.

QOur supply chain management clients face significant uncertainties in forecasting the demand for their products. Limitations
on the size of facilities, number of personnel and availability of materials could make it difficult to meet clients” unforecasted
demand for additional production. Any failure to meet clients’ specifications, capacity requirements or expectations could result in
lost revenue, lower client satisfaction, negative perceptions in the marketplace and potential claims for damages.

If we are not able to establish client sites where requested, or if we fail to retain key clients at established sites, our client
relationships, revenue and expenses could be seriously harmed.

Our supply chain management clients have, at times, requested that we add capacity or open a facility in locations near their
sites. If we elect not to add required capacity at sites near existing clients or establish sites near existing or potential clients, clients
may decide to seek alternate service providers. In addition, if we lose a significant client of a particular site or open or expand a site
with the expectation of business that does not materialize, operations at that site could become unprofitable or significantly less
efficient. Any of these events could have a material adverse effect on our business, revenues and expenses.

Venture capital investing is risky and highly speculative.

Through @Ventures we invest in privately held companies. We receive proceeds relating to our investments, if at all, only
when a portfolio company engages in a liquidity event such as an initial public offering or the acquisition of a portfolio company
by a third party. Liquidity events may take many years 10 materialize and the timing of liquidity events are difficult to predict. As a
result there is much uncertainty as to the timing and impact of our venture capital portfolio on our financial results. Our ability to
€arn relurns on our investment, or even recover our capital, is dependent upon factors outside of our control, including the success
of our portfolio companies’ businesses, and the market for initial public offering and mergers and acquisitions. We typically own a
minerity position in our portfolio companies, which may afford us representation on the board of directors of a portfolio company
but does not give us control over the entity. As a result we may have limited, if any, influence over our portfolio companies’
businesses and strategies. We cannot assure you that we will earn any returns or recover our invested capital.
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We may be affected by strikes, work stoppages and slowdowns by our employees.

Some of our international employees are covered by collective bargaining agreements or represented by labor unions. We
believe our relations with our employees are generally good; however, we may experience strikes, work stoppages or slowdowns
by employees. A strike, work stoppage or slowdown may affect our ability to meet our clients’ needs, which may result in the loss
of business and clients and have a material adverse effect on our financial condition and results of operations. The terms of future
collective bargaining agreements also may affect our competitive position and results of operations.

The intellectual property of our supply chain management clients may be damaged, misappropriated, stolen or lost while in
our possession, subjecting us to litigation and other adverse consequences.

In the course of providing supply chain management services to our clients, we have possession of or access to their
intellectual property, including databases, software masters, certificates of authenticity and similar valuable intellectual property. If
our clients’ intellectual property is damaged, misappropriated, stolen or lost, we could suffer:

» claims under client agreements or applicable law, or other liability for damages;
« delayed or lost revenue due to adverse client reaction;
* negative publicity; and

* litigation that could be costly and time consuming.

We may be liable if third parties misappropriate personal information of our clients’ customers.

We often handle personal information as part of our e-commerce offering. Any security breach could expose us to risks of
loss, litigation and liability and could seriously disrupt our operations. If third parties are able to penetrate our network or
telecommunications security or otherwise misappropriate the personal information or credit card information of our clients’
customers or if we give third parties improper access to such information, we could be subject to liability. This liability could
include claims for unauthorized purchases with credit card information, impersonation or other similar fraud claims. They could
also include claims for other misuses of personal information, including unauthorized marketing purposes. These claims could
result in litigation. Liability for misappropriation of this information could be significant. Further, any resulting adverse publicity
arising from investigations could have a material adverse impact on our business.

We depend on third-party software, systems and services.

Our business and operations rely on third parties to provide products and services, including IT products and services, and
shipping and transportation services. We may experience operational problems attributable to the installation, implementation,
integration, performance, features or functionality of third-party software, systems and services. Any interruption in the availability
or usage of the products and services provided by third parties could have a material adverse effect on our business or operations.

We depend on important employees, and the loss of any of those employees may harm our business.

Our performance is substantially dependent on the performance of our executive officers and other key employees, as well as
management of our subsidiaries. The familiarity of these individuals with technology and service-related industries makes them
especially critical to our success. Our success is also dependent on our ability to attract, train, retain and motivate high quality
personnel, especially for our subsidiaries’ management teams. Competition for personnel is intense. The loss of the services of any
of our executive officers or key employees may harm our business.

Our strategy of expanding our business through acquisitions of other businesses and technologies presents special risks.

We may expand our business in certain areas through the acquisition of businesses, technologies, products and services from
other businesses, as we have in the past. Acquisitions involve a number of special problems, including:

+ the need to incur additional indebtedness, issue stock or use cash in order to complete the acquisition;

« difficulty integrating acquired technologies, operations and personnel with the existing businesses;

s+ diversion of management attention in connection with both negotiating the acquisitions and integrating the assets;
« strain on managerial and operational resources as managerﬁent tries Lo oversee larger operations;

+ the funding requirements for acquired companies may be significant;
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* exposure to unforeseen liabilities of acquired companies;

= increased risk of costly and time-consuming litigation, including stockholder lawsuits; and
* potential issuance of securities in connection with an acquisition with rights that are superior to the rights of our common
stockholders, or which may have a dilutive effect on our common stockhoiders.

We may not be able to successfully address these problems. Qur future operating results will depend to a significant degree on
our ability to successfully integrate acquisitions and manage operations while also controlling expenses and cash burn.

The price of our common stock has been volatile and may fluctuate, in part, based on the value of our assets.

The market price of our common stock has been and is likely to continue to be volatile. In recent years, the stock market has
experienced significant price and volume fluctuations, which have particularly impacted the market prices of equity securities of
many companies providing technology-related products and services. Some of these fluctuations appear to be unrelated or
disproportionate to the operating performance of these companies. Future market movements may adversely affect the market price
of our common stock. In addition, should the market price of our common stock be below $1.00 per share for an extended period,
we risk NASDAQ delisting, which would have an adverse effect on our business and on the trading of our common stock. In order
to maintain compliance with NASDAQ listing standards, we may consider several strategies, such as a reverse stock split.

In addition, a portion of our assets includes the equity securities of both publicly traded and privately held companies. The
market price and valuations of the securities that we hold may fluctuate due to market conditions and other conditions over which
we have no control. Fluctuations in the market price and valuations of the securities that we hold in other companies may result in
fluctuations of the market price of our common stock and may reduce the amount of working capital available to us.

We could be subject to infringement claims and other liabilities.

From time to time, we have been, and will continue to be, subject to third-party claims in the ordinary course of business,
including claims of alleged infringement of intellectual property rights. These claims may damage our business by:

*  subjecting us to significant liability for damages;

* resulting in invalidation of our proprietary rights;

* resulting in costly license fees in order 10 seitle the claims;

* being time-consuming and expensive to defend even if the claims are not meritorious; and

* resulting in the diversion of our management’s time and attention.

ITEM 1B.-——UNRESOLVED STAFF COMMENTS

None.

ITEM 2.—PROPERTIES

At September 30, 2006, the Company’s various properties in the Americas, Asia and Europe utilized for office, storage,
warehouse, production and assembly, sales and marketing, and operations facilities include the following locations:

Location Approximate Sq. Ft.
Califomiall) .. ... 580,000
Florida .. ... 34,000
OIS . 151,000
Indiana .o e e 96,000
Massachusetls . .. ..o 198,000
North Carolina .. ... e e e 163,000
O On .. 16,000
TOMNESSEE © o\ v ettt ettt ettt e e e e e e 250,000
=3 T N 187,000
Utah 513,000
CRING . 332,000
Czech Republic .. ... .. . 77,000




Location Approximate Sq. Ft.

NG o e e e 84,000
HUNGary oo e e 38,000
Ireland 2y .. e e e e 172,000
MeXICO . e 109,000
The Netherlands(3) . . ... . e e 369,000
S PO E . e e 132,000
T o S PN 94,000

Total Square Feet . . ... 3,595,000

(1) Includes approximately 209,000 square feet not currenily being utilized by the Company.

(2)  Includes approximately 135,000 square feet located in a building owned by the Company and approximarely 36,000 square
Seet not currently being utilized by the Company.

(3) Includes approximately 1600 square feet not currently being utilized by the Company.

The Company’s leases generally expire at varying dates through fiscal year 2025 and include renewals at our option. Certain
facilities leased by the Company are subleased in whole or in part to subtenants and the Company is seeking to sublease additional
office and warchousc space that is not currently being utilized by the Company. We believe that our existing facilities are suitable
and adequatc for our present purposes, and that new facilities will be available in the event we need additional or new space.

ITEM 3.—LEGAL PROCEEDINGS

From time to time, the Company may become involved in litigation relating to claims arising out of operations in the normal
course of business, which it considers routine and incidental to its business. The Company currently is not a party to any legal
proceedings, the adverse ouicome of which, in management’s opinion, would have a material adverse effect on the Company’s
business, results of operation or financial condition.

ITEM 4.—SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matier wus submitied to a vole of the Company’s stockholders during the fourth quarter of fiscal 2006.
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ITEM 5.— MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

The Company’s Common Stock trades on the Nasdaq Global Market under the symbol “CMGI.” Other market price
information is set forth in Note 14 of the Notes to Consolidated Financial Statements included in Item 8 below and is incorporated
herein by reference.

On September 14, 2006, there were approximately 5,638 holders of record of Common Stock of the Company.

The Company has never declared or paid cash dividends on its Common Stock. The Company currently intends to retain
earnings, if any, to support its growth strategy and does not anticipate paying cash dividends in the foreseeable future. Payment of
future dividends, if any, will be at the discretion of the Company’s Board of Directors after taking into account various factors,

including the Company’s financial condition, operating results, current and anticipated cash needs and plans for expansion.

Information regarding the Company’s equity compensation plans and the securities authorized for issuance thereunder is set
forth in Item 12 below.

The Company did not repurchase any shares of Common Stock during fiscal 2006,
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ITEM 6.—SELECTED CONSOLIDATED FINANCIAL DATA

The following table sets forth selected consolidated financial information of the Company for the five years ended July 31,
2006. The following selected consolidated financial data should be read in conjunction with “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” and the Company’s Censolidated Financial Statements and notes to
those statements included elsewhere or incorporated by reference in this report. The following consolidated financial data includes
the results of operations of ModusLink (from date of acquisition of Modus in August 2004) and the fiscal 2002 acquisition of the
assets and operations of iLogistix. The following consolidated financial data also includes the results of operations of certain
subsidiary companies that have been sold or ceased operations. In fiscal 2002, the operations of NaviPath and MyWay ceased and
the Company sold its interest in Activate. In fiscal 2003, the operations of ProvisionSoft ceased, the Company’s former operating
companies AltaVista and uBid each sold substantially all of their assets, and the Company divested its interest in NaviSite, Engage,
Equilibrium, Yesmail, Talldn and its remaining minority interest in Signatures Network. In fiscal 2006, the Company sold its
marketing distribution services business, SalesLink. For all periods presented, the results of operations of NaviSite, Engage,
AltaVista, Yesmail, uBid, Tall4n, ProvisionSoft and the marketing distribution services business of SalesLink have been accounted
for within discontinued operations. A description of the Company’s recent discontinued operations and divestiture activities is set
forth in Note 4 of the Notes to Consolidated Financial Statements. The historical results presented herein are not necessarily
indicative of future results,

Years Ended July 31,
2006 2005 2004 2003 2002
(in thousands, except per share data)

Consolidated Statement of Operations Data:

Nt rEVENUE . . . v e e e $1,148.886 $1,053,507 $381,315 $ 419,102 § 147,028
CoSt Of TBVEIILE . .. oottt e e e et e e 1,030,655 933,063 359,989 389,742 135,878
Research and development . ............ ... ... . it — — — — 4,732
Selling ... e 20,068 21,578 4,458 5,930 27,547
General and administrative . ... ... .. . . .. . e 83,233 80.613 36470 61,263 53,246
Amortization of intangible assets . . ......................... 4,824 5.226 — — 4,723
Impairment of long-lived assets ............................ — — — 456 2,482
Restructuring, met . ... ... ... ... i 9,521 5,258 5,604 55,348 (3,118
Operating income (lOSS) .. ...\ tuvrrninnr iy 585 7,769 (25,206) (93,637) (78.462)
Interest income {expense), net ............ . i, 3,405 1,762 1,837 3717 36,416
Other gains (10SS€8), NEL .. ... vttt it e 28,518 2,614 44,982 (14,255 (22,511
Other income (expense), Net . ... ....uviniiinern s (49) (1,390) (4415 (28,517)  (60,830)
Income tax benefit (expense) ........... ... .. ... ... ... (3,780) 19,933 69,532 (3,249) 7,096
Earnings (loss) from continuing operations before extraordinary

3 1 28,679 30,682 86,730  (135,941) (118,341)
Income (loss) from discontinued operations, net of income

2. € (13,734) 4,157) 245 (80,367) (537.858)
Extraordinary gain on retirement of debt, net of income taxes .. .. — — — — 131,281
Netincome (losS) ...... ... i i 14,945 26,525 86,975 (216,308) (524,918)
Preferred stock accretion and amortization of discount .. ... ..... _ — — — (2,301)
Gain on repurchase of Series C convertible preferred stock ...... — — —_ — 63,505
Net income (loss) available to common stockholders ........... $ 14945 § 26,525 3 86,975 $(216,308) $(463,714)

Basic and diluted earnings (loss) per share:
Earnings (loss) from continuing operations before extraordinary

eI L e 3 006 $ 006 $ 022 $ (034 % (0.15)
Loss from discontinued operations, net of income taxes ......... (0.03) (0.00) — (0.21) (1.42)
Extraordinary gain on retirement of debt, net of income taxes . ... — — —_ — 0.35
Neteamings (10S8) .. ... ... i, $ 003 $ 006 $ 022 $ (055 % (1.22)
Shares used in computing basic earnings (loss) per share ........ 482,837 475,294 399,153 393,455 379,800
Shares used in computing diluted earnings (loss) per share . . ... .. 486,170 483,570 404,246 303,455 379,800
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As of July 31,

2006 2005 2004 2003 2002
(in thousands}

Consolidated Balance Sheet Data:

Working capital ......... . . . . . ... ... $282222 $224.638 $261,106 $217,135 $203,879
Total asSelS . ... oo e 763,219 721,684 423,026 449,581 909,676
Long-term obligations ......... .. ... ... ... ... .. ..., 51,813 25,929 18,768 26,016 122,697
Stockholders’ equity ....... .. .. . 497 915 471,215 293,315 247,012 416,696

ITEM 7.—MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The maiters discussed in this report contain forward-looking statements within the meaning of Section 21E of the Securities
Exchange Act of 1934, as amended, and Section 27A of the Securities Act of 1933, as amended, that involve risks and
uncertainties. All statements other than statements of historical information provided herein may be deemed to be forward-looking
statements. Without limiting the foregoing, the words “believes”, “anticipates”, “plans”, “expects” and similar expressions are
intended to identify forward-looking statements. Factors that could cause actual results to differ materially from those reflected in
the forward-looking statements include, but are not limited to, those discussed in Item 1A above and elsewhere in this report and
the risks discussed in the Company’s other filings with the SEC. Readers are cautioned not to place undue reliance on these
forward-looking statements, which reflect management’s anatysis, judgment, belief or expectlation only as of the date hereof. The
Company undertakes no obligation to publicly revise these forward-looking statements o reflect events or circumstances that arise

after the date hereof.

Overview

CMGI, through its subsidiary, ModusLink, provides industry-leading global supply chain management services. ModusLink
provides extended supply chain management services and solutions to the technology industry on a global basis. These services
and solutions include consulting and demand planning, sourcing and supply base management, manufacturing and product
configuration, logistics management, marketing distribution and print-on demand, e-commerce, sales support and the complete
range of after market services, from testing and repair to asset disposition. We invest in emerging, innovative and promising
technologies and industries through our venturc capital business, @ Ventures. An aggregate of $6.8 miilion was invested by
@Ventures in fiscal 2006 and $36.5 million of proceeds were received from liquidity events from portfolio companties.

Management evaluates operating performance based on net revenue, operating income (loss), and net income (loss), and,
across its segments, on the basis of “non-GAAP operating income (Joss),” which is defined as the operating income (loss)
excluding net charges related to depreciation, long-lived asset impairment, restructuring, amortization of intangible assets and
stock-based compensation. See Note 3 of Notes to Consolidated Financial Statements for segment information, including a
reconciliation of non-GAAP operating income (10ss) to net income (loss).

In fiscal 2004, we articulated the following goals:
*  Make strategic investments to expand globally;
* Narrow our losses;

*  Preserve our cash; and

* Improve our operating efficiencies.

We believe our acquisition of Modus Media, Inc. (“Modus”) on August 2, 2004, our sales and markeling efforts, and our cost
savings initiatives implemented throughout fiscal 2005 and 2006 allowed us to make substantial progress in achieving these goals.
The Modus acquisition increased our global footprint significantly, including multiple facilities in China, which has become an
increasingly important region of the world for providing supply chain managemeni services in support of many of our global
clients and prospects. The integration of Modus with our existing supply chain management business to form ModusLink also
improved our operating efficiency by eliminating redundancies, primarily in the areas of facilities and personnel, and by reducing
our overall material and freight costs. These operating synergies provided approximately $19.0 million of cost savings in fiscal
2005, and over $28.0 million of annualized cost savings. In addition, in fiscal 2005, we reported our first annual operating profit in
nine years.

During the latter part of fiscal 2005, we developed a set of strategic initiatives and an operating plan focused on increasing
both revenue and profitability. We view the continued development of our global operational infrastructure and foutprint as a
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primary source of differentiation in the marketplace. We believe that by leveraging our global footprint we will be able to optimize
our client’s supply chains using multi-facility, multi-geographic solutions. In line with this focus, during fiscal 2005, we made our
initial investment in the implementation of a new global systems infrastructure, the foundation of which will be run on SAP’s ERP
system. During fiscal 2006 and as we move into fiscal 2007, our focus is on executing against our strategic plan, including
implementing the following initiatives to achieve our goals:

Drive sales growth through a combination of existing client penetration, and targeting new vertical markets; A significant
portion of our revenues are currently generated from clients in the computing and software verticals. These verticals are mature
and, as a result, gross margins in these verticals are low. To address this, we have expanded our sales focus to include three new
markets, in addition to the computing and software verticals, that we believe can benefit from our supply chain expertise. We
believe these verticals, communications, including broadband, storage devices, and consumer electronics, are experiencing faster
growth than our historical markets, and represent opportunities to realize higher gross margins on our services. Companies in these
markets often are early in their product life cycles and have significant need for a supply chain partner who will be an extension to
their business models,

Increase the value delivered to clients through service expansion; In fiscal 2006, we focused on and invested in expanding our
e-commerce and logistics management services offerings, which we believe will increase the overall value of the supply chain
solutions we deliver to our existing clients and to new clients. We expect these solutions will enhance our gross margins and drive
greater profitability. Further, we believe that the addition of new services to existing clients will strengthen our relationship with
these clients, and further integrate us with their business.

Drive operational efficiencies throughout our organization; As a result of the Modus acquisition, the Company has been
running multiple information technology systems at a significant cost. Our strategy is to offer an integrated supply chain system
infrastructure that extends from front-end order management through distribution and returns management. This end-to-end
solution will enable clients to link supply and demand in real time, improve visibility and performance throughout the supply
chain, and provide real-time access to information for greater collaboration and making informed business decisions. We believe
our clients will benefit greatly from a global integrated business solution while we too reduce our operating costs. In fiscal 2006,
we invested $14.8 million in this initiative and we expect to invest a total of approximately $29.8 million in this initiative. Another
program that we expect will drive further operational efficiencies in the future, is the implementation of a global shared services
model utilizing centralized “hub” locations to service multiple “spoke” locations across the Americas, Asia and Europe regions.
We believe this initiative will yield improved process standardization and operating efficiency gains, as well as lower our operating
COSLS.

We believe that successful execution of these initiatives will enable the Company to increase its gross margin percentage to
approximately 12% to 14%, compared to the fiscal 2006 gross margins of approximately 10%. We also believe that these
initiatives will allow us to reduce our overall selling, general and administrative, restructuring and amortization costs to
approximately 7% of revenue. These actions are expected to result in an operating margin between 5% and 7%. We expect to make
steady progress toward these goals and to be operating at this level by the end of fiscal year 2008. Among the key external factors
that will influence our performance against these goals are successful execution and implementation of our strategic initiatives,
global economic conditions, especially in the technology sector, demand for our clients’ products, and demand for outsourcing
services,

For the year ended July 31, 2006, CMGI reported net revenue of $1.1 billion, an operating profit of $0.6 million, income from
continuing operations of $28.7 million and net income of $14.9 million. Included in both our operating income and net income for
the fiscal year ended July 31, 2006 was incremental stock-based compensation of $4.8 million related 1o the implementation of
SFAS 123(R). We currently conduct business in the United Kingdom, The Netherlands, Hungary, France, Singapore, Taiwan,
China, Malaysia, Ireland, the Czech Republic, Mexico and other foreign locations, in addition to the Company’s United States
operations. At July 31, 2006, we had cash and cash equivalents, available for sale securities and short-term investments of $228.7
million, and working capital of $282.2 million. Our primary use of cash during the fiscal year ended July 31, 2006 was for working
capital requirements in support of new client programs and our new ERP system.

As a large portion of our revenue comes from outsourcing services provided to clients such as hardware manufacturers,
software publishers, telecommunications carriers, broadband and wireless service providers and consumer electronics companies,
our operating performance could be adversely affected by declines in the overall performance of the technology sector. The market
for our supply chain management products and services is very competitive. We also face pressure from our clients to continually
realize efficiency gains in order to help our clients maintain their gross margins and profitability. Increased competition and client
demands for efficiency improvements may result in price reductions, reduced gross margins and in some cases loss of market
share. As a result of these competitive and client pressures, the gross margins in our business are low. Increased competition
arising from industry consolidation and/or low demand for our clients’ products and services may hinder our ability to maintain or
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improve our gross margins, profitability and cash flows. We must continue to focus on margin improvement, through
implementation of our strategic initiatives, cost reductions and asset and employee productivity gains in order to improve the
profitability of our business and maintain our competitive position. We are reacting to margin and pricing pressures in several
ways, including efforts to target new vertical markets, expand our service offerings and to lower our infrastructure costs. Our ERP
and hub and spoke initiatives are key enablers to drive efficiencies and lower our operating costs. We also seek to lower our cost (o
service clients by moving work to lower-cost venues, establishing facilities closer to our clients to gain efficiencies, and other
actions designed to improve the productivity of our operations.

Historically, a limited number of key clients have accounted for a significant percentage of our revenue. For the fiscal year
ended July 31, 2008, sales to Hewlett-Packard and Kodak accounted for approximately 30% and 11%, respectively, of our
consolidated net revenue. During fiscal year 2006, five clients, accounted for approximately 60% of the Company’s net revenues,
We expect to continue to derive the vast majority of our operating revenue from sales 1o a small number of key clients. We
currently do not have any agreements which obligate any customer to buy a minimum amount of products or services from us or
designate us as an exclusive service provider. Consequently, our sales are subject to demand variability by our clients. The level
and timing of orders placed by our clients vary for a variety of reasons, including seasonal buying by end-users, the introduction of
new technologies and general economic conditions. In fiscal 2007, we expect to realize lower annual revenues from Kodak as a
result of changes to certain programs that we currently execute on their behalf,

Basis of Presentation

As a result of the Modus acquisition, the Company modified its organizational structure to closely resemble the operating
model historically used by Modus. This operating structure is aligned along the Americas, Asia, and Europe regions. Each of these
regions has designated management teams with direct responsibility over the operations of the respective regions. As a result, the
Company now reports three operating segments, Americas, Asia, and Europe.

In addition to its three current operating segments, the Company reports an Other category. The Other category represents
corporate expenses consisting primarily of directors and officers insurance costs, costs associated with maintaining certain of the
Company’s information technology systems and certain corporate administrative functions such as legal and finance, as well as
certain administrative costs related to the Company’s venture capital business. The Other category also consists of any residual
results from operations that exist through the cessation of operations of Equilibrium, MyWay, iCast, NaviPath, ExchangePath, and
Activate, each of which have been divested or substantially wound down, as these entities do not meet the aggregation criteria
under SFAS No. 131 with respect to the Company’s current reporting segments. The Other category’s balance sheet information
includes certain cash equivalents, available-for-sale securities, investments and other assets, which are not identifiable to the
operations of the Company’s operating business segments.

During the second quarter of fiscal 2006, CMGI's Board of Directors authorized the divestiture of the Company’s marketing
distribution services business, SalesLink. At that time, management determined that this divestiture met the criteria for
discontinued operations accounting in accordance with the provisions of Statement of Financial Standards (“SFAS”) No. 144,
“Accounting for the Impairment or Disposal of Long-Lived Assets”. As such, the operating results of SalesLink have been
segregated from continuing operations and have been reported as discontinued operations in the accompanying balance sheets,
statements of operations and cash flows for all periods presented. SalesLink’s business was sold in June 2006. See note 4 to the
Consolidated Financial Statements.

Also during fiscal year 2006, the Company revised its presentation of discontinved operations in its statement of cash flows to
separately disclose the operating, investing and financing portions of the cash flows attributable to its discontinued operations,
which in prior periods were reported on a combined basis as a single amount,

Certain prior year amounts in the Consolidated Financial Statements have been reclassified in accordance with US GAAP 1o
conform to the current year presentation.

In accordance with accounting principles generally accepted in the United States of America, all significant intercompany

transactions and balances have been eliminated in consolidation. Accordingly, sepment results reported by the Company exclude
the effect of transactions between the Company and its subsidiaries and between the Company’s subsidiaries.
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Results of Operations
Fiscal 2006 compared to Fiscal 2005

Net Revenue:

Asa % Asa %
of of
Total Total
Net Net %
2006 Revenue 2005 Revenue §$ Change Change

($ in thousands)
eBusiness and Fulfillment

ATETICAS .« o oottt et e e e e $ 479,093 42% % 433,147 41% $45946 11%
> T 245,624 21% 212,595 20% 33,029 16%
BUrope .. o e 424,169 37% 407,681 39% 16,488 4%
Total eBusiness and Fulfillment .................. 1,148,886 100% 1,053,423 100% 95,463 9%

OheT . —_ —_ 84 —_ 8 (100)%
Total . e e $1,148 886 100% $1,053,507 100% $95,379 9%

Net revenue increased by $95.4 million or 9% year over year. This increase in net revenues was primarily the result of
approximately $152.3 million of net revenues from two new global client programs awarded during fiscal 2005 which generated
approximately $80.3 million, $32.5 million and $39.5 million of incremental revenues in the Americas, Europe and Asia,
respectively. This net revenue growth was partially offset by form factor changes and price reductions of approximately $71.4
million during fiscal 2006. We have experienced reduced revenues from certain customer programs, primarily in Asia, as a result
of the continued dematerialization of compoenents or form factor changes to certain accessory kits which we produce for our
clients. The price reduction impact to our revenues was largely attributable to certain price concessions in connection with the
signing of a new multi-year contract in the spring of 2005 related to a major customer and its programs in the Asia region. “Form
factor™ relates to the simplification or elimination of components from our clients’ final products, which in turn reduces the
Company’s revenue and margin potential.

Two clients, Hewlett-Packard and Kodak, accounted for approximately 30% and 11%, respectively, of CMGI's consolidated
net revenue for the fiscal year ended July 31, 2006. A significant portion of our annual volume in fiscal 2006 with Kodak was
concentrated within the first six months of our fiscal year in support of seasonality based demand for Koduk's consumer products
during the holiday season. In fiscal 2007, we expect to realize lower annual revenues from Kodak as a result of changes to certain
programs that we currently execute on their behalf.

The Company continues to see volatility in demand for our clients” products and as such maintains a conservative view on
order volumes and revenue. Qur current ability to forecast the amount and timing of future order volumes is low, and we expect
such condition to continue for the foreseeable future, as the Company is highly dependent upon the business needs of its clients,
whose businesses, in turn, depend upon various factors related to the high tech and consumer electronics sector generally and
demand for products and services in that industry. The Company sells pursuant to contracts without minimum purchase
requirements and on a purchase order basis. These purchase orders are gencrally for quantities necessary to support near-term
demand for our clients” products. A significant portion of our client base operates in the technology sector, which is intensely
competitive and very volatile. OQur clients’ order volumes vary from quarter-to-quarter for a variety of reasons, including market
acceptance of their new product introductions and overall demand for their products. This business environment, and our mode of
transacting business with our clients. does not lend itself 1o precise measurement of the amount and timing of future crder volumes,
and as a result, future sales volumes and revenues could vary significantly from period 1o period.

Cost of Revenue:

Asa % Asa %
of of
Segment Segment
Net Net %
2006 Revenue 2005 Revenue % Change Change

(in thousands)
eBusiness and Fulfillment

AMETICAS . . . . $ 430,570 90%  $397.225 929 $33,345 8%
ASI o e e 197,190 80% 161,184 76% 36,006 22%
Europe .. ... ... 402,895 95% 374,654 92% 28,241 8%

Total eBusiness and Fulfillment .. ................ 1,030,655 90% 933,063 89% 97.592 10%
Total ... . $1,030,655 90%  $933,063 89% $%97.3592 10%




Cost of revenue consists primarily of expenses related to the cost of products purchased for sale or distribution as well as
salaries and benefit expenses, consulting and contract labor costs, fulfillment and shipping costs, and applicable facilities costs.
Cost of revenue increased for the fiscal year ended July 31, 2006 primarily as a result of the increase in revenues as compared (o
the prior fiscal year. Overall net revenue increased 9% while cost of revenue increased 10%, as compared to the prior year. As a
result, gross margins for the fiscal year ended July 31, 2006 were 10% as compared o 11% in the prior year, a $2.2 million decline.

The Company’s gross margin percentages within the Americas, Asia and Europe regions were 10%, 20% and 5%, as
compared to 8%, 24% and 8%. respectively, for the same period of the prior year. Within the Americas region, the $12.6 million or
two-percentage point increase in gross margin percentage was primarily attributable to higher sales and the benefit of cost
reduction initiatives implemented to improve operational efficiencies. Within the Asia region, the $3.0 million or four-percentage
point decline in gross margin percentage was attributable to $27.9 million of increased business volumes and cost savings offset by
$30.9 million of form factor changes and price reductions. While volumes have been strong, we have also experienced reduced
revenues from certain customer programs as a result of the continued dematerialization of components or form factor changes to
ceriain accessory kits which we produce for our clients. The price reductions impact was largely attributable to certain price
concessions in connection with the signing of a new multi-year contract in the spring of 2005. Within the Europe region, $11.8
million or the three-percentage point decline in gross margin percentage was primarily attributable to $5.1 million of additional
costs incurred in the second quarter to support a larger than anticipated surge in demand for a significant client’s products during
the holiday season. These costs primarily included higher freight expediting fees, warehousing and assembly costs, and distribution
costs. In addition, gross margins in Europe were negatively impacted by $7.9 million of form factor changes and price reductions
versus the prior year, partially offset by approximately $1.3 million of cost savings and increased business volumes.

As a result of the lower overall cost of delivering the Company’s products and services in the Asia region, particularly China,
and the increasing demand for supply chain management services in that region, we expect gross margin levels in Asia to continue
o exceed those earned in the Americas and Europe regions. However, we expect that there will continue to be pressure on gross
margin levels in Asia as the market, particularly China, matures. Qur gross margins are impacied by a number of factors, including
competition, order volumes, pricing, client and product mix and configuration, and overall demand for our clients’ products. A
significant portion of the costs required to deliver our products and services is fixed in nature.

As outlined in our strategic initiative discussion in the Overview section gbove, the Company remains focused on margin
improvement through several revenue and operating efficiency initiatives designed to improve the profitability of our business and
maintain our competitive position. We are reacting to margin and pricing pressures in several ways including efforts to target new
vertical markets, expand our service offerings and lower our infrastructure costs. We believe our ERP and hub and spoke initiatives
are key enablers to drive efficiencies and lower our operating costs. We also seek (o lower our cost to service clients by moving
work to lower-cost venues and establishing facilities closer to our clients to gain efficiencies.

Selling Expenses:
Asa % Asa %
of of
Segment Segment
Net Net %o

2006 Revenue 2005 Revenue $ Change Change
(in thousands)

eBusiness and Fulfillment

S 173 3T T $ 7.504 2% 3% 7,019 2% % 485 7%
3 T 5,310 2% 6,874 3% (1,564) (23)%
BUrOpE . . . e 7,254 2% 7,688 2% 434) (6)%
Total eBusiness and Fulfillment ....................... 20,068 2% 21,581 2% (1.513) (7Y%

L T3 1 =] — — 3 (4)% 3 100%
Total .. e $20,068 2% $21,578 2%  $(1,510) (%

Selling expenses consist primarily of compensation and employee-related expenses, sales commissions, facilities costs,
marketing expenses and travel costs. During the fiscal year ended July 31, 2006, travel and entertainment, stock-based
compensation, facility costs and employee related costs decreased by approximately $0.8 million, $0.4 million, $0.3 million and
$0.2 million, respectively. These decreases were partially offset by higher consulting fees of approximately $0.2 million. The $0.5
million increase in selling expenses within the Americas region is primarily the result of higher employee-related costs as a result
of higher commissions related to new business awarded during the year. The $1.6 million decrease in selling expenses within the
Asia region is primarily the result of lower employee-related costs of approximately $0.9 million as a result of lower headcount,
lower stock-based compensation of approximately $0.3 million and lower travel and entertainment of $0.1 million. The
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$0.4 million decrease in selling expenses within the Europe region is primarily the result of lower employee-related costs as a
result of lower headcount. This decrease was partially offset by higher commissions. Of the Company’s total selling expenses for
the fiscal year ended July 31, 2006 and 2005, employee-related costs represented approximately 66% and 62% of the total selling
expense in each period. The Company expects its selling expenses to continue to approximate 2% of net revenue for the
foreseeable future.

General and Administrative Expenses:

Asa % Asa %
of of
Segment Segment
Net Net %

2006 Revenue 2005 Revenue $ Change Change
(in thousands)

eBusiness and Fulfillment

AMEIICAS . - - oottt it e e e e $19,676 4% $23,183 5% $3.,507) (15%
AT 21,802 9% 18,532 9% 3,270 18%
L ) - 25,318 6% 21,955 5% 3,363 15%
Total eBusiness and Fulfillment ....................... 66,796 6% 63,670 6% 3,126 5%

L 147 16,437 — 16,943 —_ (506) 3)Y%
oAl . e e $83.233 7% $80,613 8% $ 2,620 3%

General and administrative expenses within the Americas, Asia, and Europe operating segments consist primarily of
compensation and other employee-related costs, facilities costs, depreciation expense and fees for professional services. The total
general and administrative expenses for these operating segments increased during the fiscal year ended July 31, 20006, as
compared to the prior fiscal year, primarily as a result of $7.7 million of higher costs associated with the Company’s migration to a
new Enterprise Resource Planning (“ERP”) platform, higher depreciation of approximately $1.6 million primarily as a result of the
change to the new ERP platform and $1.1 million of higher consulting costs. These costs were partially offset by approximately
$3.3 million of lower employee-related costs, $1.9 million of lower legal and accounting costs and $1.1 million of lower stock-
based compensation. Within the Americas region, the $3.5 million decrease in general and administrative expenses was primarily
associated with lower employee-related costs of $3.1 million. Within the Asia region, the $3.3 million increase in general and
administrative expenses was primarily associated with ERP initiative costs of approximately $3.8 million. This increase was
partially offset by lower software and hardware maintenance of $0.7 million. Within the Europe region, the $3.4 million increase in
general and administrative expenses was primarily associated with the ERP initiative costs of approximately $1.8 million, higher
employee related costs of $0.2 million, higher facility related costs of $0.2 million and higher professional and accounting fees of
$0.2 million.

The general and administrative expenses within the Other category primarily reflect the cost of the Company’s directors and
officers insurance, costs associated with certain corporate administrative functions such as legal and finance which are not fully
allocated to the Company’s subsidiary companies, and administration costs related to the Company’s venture capital business.
General and administrative expenses within the Other category decreased by approximately $0.5 million from the prior fiscal year
primarily as a result of lower legal fees of approximately $1.6 million, lower consulting, accounting and professional fees of $2.3
million and lower insurance costs of $0.7 million. These decreases were partially offset by higher stock based compensation
expense recorded in connection with the Company’s adoption of SFAS No. 123(R) of approximately $2.9 million and higher
employee related costs of $0.9 million. The Company expects its total general and administrative costs to approximate 8% of net
revenue in fiscal 2007 due primarily to higher information technology expenditures associated with the Company’s migration to a
common ERP platform and stock compensation expense related to the continued application of SFAS No. 123(R). These increased
general and administrative costs are expected to be partially offset by cost savings in connection with the implementation of the
hub and spoke shared services model.

21




Amortization of Intangible Assets:

Asa % Asa %
of of
Segment Segment
Net Net P

2006 Revenue 2005 Revenue $ Change Change
{in thousands)

¢Business and Fulfillment

AMEBIICAS .« i e $2,124 — $2,864 1% $(740)  (26)%
L - N 2,040 1% 1,895 1% 145 8%
Burope ... .. e 660 — 467  — 193 41%

Total eBusiness and Fulfillment ......................... 4,824 — 5226 — 402)  (8)%
Total .. e $4,824 — $5,226 — $(402) (8)%

The intangible asset amortization relates to certain amortizable intangible assets acquired by the Company in connection with
its acquisition of Modus. These intangible assets are being amortized over lives ranging from 1 to 7 years.

Restructuring, net:

Asa % Asa %
of of
Segment Segment
Net Net %

2006 Revenue 2005 Revenue $ Change Change

(in thousands)

eBusiness and Fulfillment

AIMETICAS . ottt s e e e e e e e e e e e e $L170 — $2,805 1% $(1,635) (58)%
ASI oot 264 — 937 — 673 (1%
BUrOpE . e 8.038 2% 1,397 — 6,641 475%
Total eBusiness and Fulfillment ......... ... ... ........ 9.472 1% 5,139 — 4,333 84%

0 14T L R — 119 142% (700 (39)Y%
Total . $9.521 1% $5,258 — $ 4263 81%

During the fiscal year ended July 31, 2006, the Company recorded net restructuring charges of approximately $9.5 million.
These charges consisted of approximately $5.3 million relating to a workforce reduction of 146 employees, primarily due to the
elimination of redundant positions in Europe related to the Company’s hub and spoke initiative, and in the Americas related to the
reorganization of certain operational and sales activities. In addition, the Company recorded approximately $3.9 million of
restructuring charges related to certain contractual obligations and real estate leases in connection with the consolidation of two
facilities in the Netherlands and the closure of facilities in Ireland and Scotland as part of the Company’s efforts to continue to
drive lower costs and operating efficiencies, as well as approximately $0.3 million relating to the impairment of certain assets no
longer in service.

During the fiscal year ended July 31, 2005, the Company recorded net restructuring charges of approximately $5.3 million.
These charges consisted of approximately $2.5 million related to a workforce reduction of 135 employees, approximately $3.3
million related to unutilized facilities for which the Company expects to realize no future economic benefit and approximately $0.1
million related to the impairment of certain assets no longer in service. In addition, the Company recorded adjustments of
approximately $0.1 million to previously recorded restructuring estimates for facility lease obligations primarily based on changes
to the underlying assumptions regarding the estimated length of time required to sublease each vacant space and the expected rent
recovery rates. The Company also recorded an adjustment of approximately $0.5 million as the result of a gain on the sale of
previously impaired assets that had been reflected within restructuring expense.

Interest Income/Expense:

During the fiscal year ended July 31, 2006, interest income increased $2.4 million to $6.2 million from $3.8 million from the
prior fiscal year. The increase in interest income was the result of both higher average interest rates and higher average cash and
cash equivalent and short-term: investment balances during the current period compared to the same period in the prior fiscal year.

Interest expense totaled approximately $2.8 million and $2.0 million for the fiscal years ended July 31, 2006 and 2005,
respectively. The Company incurred interest expense related to the Company’s stadium obligation of approximately $0.7 million
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and $0.8 million in 2006 and 2005, respectively. In both years, the remaining interest expense related primarily to outstanding
borrowings on a revolving bank credit facility. The interest expense on the revolving line of credit increased due to an increase in
the borrowing rate as well as an increase in the average outstanding balance maintained during the year.

Other Gains (losses), net:

Other gains (losses), net, totaled a gain of $28.5 million for the fiscal year ended July 31, 2006 as compared to a gain of $2.6
million for the prior fiscal year. During the fiscal year ended July 31, 2006, the Company recorded a gain of approximately $2.7
million related to the sale of a building in Europe. In addition, the Company recorded a gain of approximately $19.4 million as a
result of the acquisition of WebCT Inc. by a third party, a gain of approximately $3.2 million as a result of the acquisition of Realm
Business Solutions, Inc. by a third party and a gain of approximately $4.6 million as a result of the acquisition of Alibris, Inc, by a
third party. Web CT Inc., Realm Business Solutions Inc. and Alibris, Inc. were all @ Ventures portfolio companies. The Company
also recorded an adjustment of approximately $0.5 million to increase a previously recorded gain as a result of the acquisition of
Molecular Inc. (an @Ventures portfolio company), due to the release of funds held in escrow. The Company also incurred foreign
exchange losses of approximately $2.3 million during the fiscal year ended July 31, 2006, primarily related to unhedged foreign
currency exposures in Asia.

Other gains (losses) net, totaled $2.6 million for the fiscal year ended July 31, 2005, During the fiscal year ended July 31,
2005, the Company realized gains totaling approximately $5.7 million, of which approximately $5.1 million related to the
acquisition by third parties of two @ Ventures portfolio companies, Molecular and Classmates Online, Inc. These gains were
partially offset by foreign exchange losses during the year of approximately $3.1 million, primarily related to unhedged foreign
currency exposures, primarily in Asia.

Equity in losses of affiliates, net:

Equity in losses of affiliates, net, resulted from the Company’s minority ownership in certain investmenis that are accounted
for under the equity method. Under the equity method of accounting, the Company’s proportionate share of each affiliate’s income
(losses) is inciuded in equity in income (losses) of affiliates. Equity in losses of affiliates was approximately $0.1 million for the
fiscal year ended July 31, 2006 compared to equity in losses of affiliates of $1.4 million for the prior fiscal year, primarily as a
result of a decrease in net losses recognized by certain of the affiliate companies. Included in equity in losses of affiliates, net, for
the fiscal years ended July 31, 2006 and 2005 are impairment charges of approximately $0.6 million and $0.4 million, respectively,
for other than temporary declines in the carrying value of certain investments in affiliates.

Income Tax Expense/{Benefit):

During the fiscal year ended July 31, 2006, the Company recorded income tax expense of approximately $3.8 million, as
compared to an income tax benefit of $19.9 million for the prior fiscal year. Included in the tax provision were income tax benefits
of approximately $2.0 million and $24.7 million in fiscal 2006 and 2005, respectively, for the reduction in the Company’s estimate
of certain tax liabilities that had been included in accrued income taxes on the Company’s balance sheets.

For the year ended July 31, 2006, the Company’s U.S. taxable income has been offset by net operating loss carryovers from
prior years. For the year ended July 31, 2005, no income tax benefit was recorded for losses generated in the U.S. due to the
uncertainty of realizing such benefits and the fact that the Company has fully utilized its tax loss carryback benefits. The Company
continues to maintain a full valuation allowance against its deferred tax asset in the U.S. and certain of its foreign subsidiaries due
to the uncertainty of realizing such benefits. The Company provides income tax expense related to federal alternative minimum
tax, state taxes and foreign taxes.

Discontinued Operations:

For the year ended July 31, 2006, the Company recorded a loss from discontinued operations of approximately $13.7 mitlion
primarily related to the sale of the Company’s marketing distribution services business, SalesLink, to Automatic Data Processing,
Inc. (*ADP”). This business had previously been included within the Company's Americas reporting segment. During the second
quarter ended January 31, 2006, CMGI's Board of Directors authorized the divestiture of SalesLink, and at that time, management
determined that its planned divestiture of SalesLink met the criteria for discontinued operations accounting in accordance with the
provisions of Statement of Financial Standards (“SFAS™) No. 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets”. As such, the operating results of SalesLink have been segregated from continuing operations and have been reported as
discontinued operations in the accompanying balance sheets, statements of operations and cash flows for all periods presented.
SalesLink’s business was sold in June 2006. See note 4 to the Consolidated Financial Statements. The $13.7 million loss from
discontinued operations is comprised of revenues of $13.3 million, expenses of $14.6 million, a charge of $5.6 for unutililized
facility and equipment leases, a non-cash charge of $2.7 million for the write down of goodwill, and a $1.5 million loss on sale of
SalesLink to ADP.

The Company also recorded a $2.6 million impairment charge to a previously recorded loss on sale of Tallan for an other than
temporary decline in the carrying value of a note receivable and warrant,
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The Company does not expect any future residual costs related to discontinued operations to be significant.
Fiscal 2005 compared to Fiscal 2004
In the discussion below of the Company’s results of operations, the use of the terms “organic growth” or “organic decline” are

in reference to the Company's supply chain business pre-acquisition of Modus.

Net Revenue:

Asa % Asa %
of of
Total Total
Net Net %
2005 Revenue 2004 Revenue  $ Change  Change
($ in thousands)
eBusiness and Fulfillment
AMEIICAS o it $ 433,147 41% $194,623 51% $238,524 123%
ASIA T 212,595 20% 33,053 9% 179,542  543%
BUrope ..o e e 407,681 39% 153,025 40% 254,656 166%
Total eBusiness and Fulfillment .................. 1,053,423 100% 380,701 100% 672,722 177%
Other . o e R4 — 614 4% (3300 (86)%
Total .. e e $1,053,507 100% $381,315 100% $672,192 176%

The year over year increase in net revenue for the fiscal year ended July 31, 2005, as compared to the prior year, was
atiributable to the Company’s acquisition of Modus on August 2, 2004.

For the fiscal year ended July 31, 2005, the Company’s Modus acquisition contributed approximately 98%, 100% and 99% of
the year over year revenue growth within the Americas, Asia, and Europe segments, respectively. Additionally, the Americas
region realized 3% year over year organic growth, primarily from $11.2 million of incremental volumes from new U.S.-based
supply chain management client programs awarded during the third quarter of fiscal 2004. Within the Europe region, year over
year organic revenue growth of 2% was realized as a result of stronger overall demand for our clients” products in the region.
Within the Asia region, year over year organic revenue declined by approximately $21.5 million primarily as a result of reduced
order volumes attributable to the loss of a supply chain management program.

During the fiscal years ended July 31, 2005 and 2004, one client, Hewlett-Packard, accounted for approximately 36% and
74% of the Company’s consolidated net revenues, respectively.

Cost of Revenue:

Asa % Asa %
of of
Segment Segment
Net Net %
2005 Revenue 2004 Revenue  $ Change Change

(in thousands)
eBusiness and Fulfillment

AITEIICAS o\ vttt ettt e ettt e $397,225 92% $184,285 95% $212,940 116%
ASIA o e e 161,184 76% 31,364 05% 129,820 414%
BUIOPe e 374,654 92% 144,340 94% 230,314 160%

Total eBusiness and Fulfillment .................. 933,063 89% 359989 95% 573,074 159%
Total .. e $933,063 80% $359,989 94% $573,074 159%

Cost of revenue consists primarily of expenses related to the cost of products purchased for sale or distribution as well as
salaries and benefit expenses, consulting and contract labor costs, fulfillment and shipping costs, and applicable facilities costs. The
Company’s cost of revenue for the fiscal year ended July 31, 2005 increased as compared to the prior year, as a result of the
Company’s acquisition of Modus. In addition, the Modus acquisition also contributed 100% of the increase in gross margins,
which increased from 6% to 11%, year over year.
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Cost of revenue and gross margins within the Americas, Asia, and Europe segments increased for the fiscal year ended
July 31, 2005, as compared to the prior year, primarily as a result of the cost of revenue and gross margin contributions from the
Modus acquisition. Of the year over year cost of revenue increases within the Americas, Asia, and Eurcpe segments, approximately
95%, 100% and 99%, respectively, of the increases were attributable to the Company’s Modus acquisition. Additionally, the
Americas region realized a 5% year over year organic increase in cost of revenue, partially as a result of 3% organic growth in
revenue during the same period. This organic increase in cost of revenue, which outpaced the organic increase in revenue growth
by 2%, resulted in a $5.1 million decline in gross margin dollars, year over year. In fiscal year 2005, the Company realized a shift
in the composition of products distributed for certain of its clients as compared to the prior year. This shift in distributed product
types yielded lower gross margins. In addition, start up costs associated with two new client programs also negatively impacted
gross margin in fiscal year 2005. In Asia, organic cost of revenue was down approximately $20.5 million year over year due to the
loss of a supply chain management program as noted in the revenue discussion above. The loss of this program in Asia resulted in
a loss of approximately $1.0 million in gross margin year over year. In the Europe region, organic cost of revenues increased 2%
year over year primarily as a result of a 2% organic growth in revenue during the same period. This organic increase in cost of
revenue, which approximated the organic increase in revenue growth, resulted in a $0.2 million increase in gross margin dollars,
year over year. The Company’s gross margin percentages within the Americas, Asia and Europe regions were approximately 8%,
24% and 8%. respectively, for the fiscal year ended July 31, 2005, as compared to 5%, 5% and 6%, respectively, for the same
period of the prior year. While gross margin percentages increased in each of our operating segments, these year over year
improvements were partially offset by approximately $13.4 million of price reductions related to contract renegotiations with
certain clients. Of these price reductions, approximately $2.0 million, $9.0 million and $2.4 million were realized in the Americas,
Asia and Europe regions, respectively, These price reductions reduced fiscal year 2005 gross margin percentages by 1%, 3% and
1% in the Americas, Asia and Europe segments, respectively.

Selling Expenses:

Asa % Asa %
of of
Segment Segment
Net Net %o

2005 Revenue 2004 Revenue $ Change Change
{in thousands)

eBusiness and Fulfillment

AINBTICAS .. vt i e e e e $ 7,019 2%  $2,152 1% $ 4,867 226%
AS A o 6,874 3% 289 1% 6,585 2.279%
Burope . ... 7,688 2% 1,991 1% 5,697 286%
Total eBusiness and Fulfillment . ...................... 21,581 2% 4,432 1% 17,149 387%

Other . o e (3) ()% 26 4% 29 (112)%
Total .. e $21,578 2%  $4,458 1%  $17,120 384%

Selling expenses consist primarily of compensation and employee-related expenses, sales commissions, facilities costs,
marketing expenses and travel costs. Selling expenses increased during the fiscal year ended July 31, 2005, as compared to the
prior fiscal year, primarily as a result of the Company’s acquisition of Modus, which contributed approximately 72% of the year
over year increase. The remaining 28% increase in selling expenses was primarily attributable to increased employee related costs
of approximately $1.8 million and increased consulting and professional fees of approximately $0.6 million. For the fiscal years
ended July 31, 2005 and 2004, employee related costs represented approximately 62% and 60% of the total selling expense,
respectively.

General and Administrative Expenses:

Asa % Asa %
of of
Segment Segment
Net Net [

2005 Revenue 2004 Revenue $ Change Change
(in thousands)

eBusiness and Fulfillment

AMEIICAS . Lt e e $23,183 5% $10,988 6% $12,195 111%
AT o e 18,532 9% 2,695 8% 15837 588%
S o] o 21,955 5% 3,857 3% 18,098 469%
Total eBusiness and Fulfillment . ......... .. .. ... ..... 63,670 6% 17,540 5% 46,130 263%

OtheT . 16,943 — 18,930 — {1,987y (10)%
Total .o e e $80,613 8% $36470 10% $44,143 121%




General and administrative expenses consist primarily of compensation and other employee-related costs, facilities costs,
depreciation expense and fees for professional services. General and administrative expenses within the Americas, Asia and
Europe segments increased during the fiscal year ended July 31, 2005, as compared to the prior fiscal year, primarily as a result of
the Company’s acquisition of Modus, which contributed approximately 88% of the year over year increase. The remaining 12%
increase in general and administrative expenses within these segments was primarily attributable to higher professional fees and
employee-related costs of approximately $3.1 million and $1.3 million, respectively. Of the $3.1 million increase in professional
fees, approximately $2.7 million represented costs associated with the Company’s compliance with Section 404 of the Sarbanes-
Oxley Act of 2002 and SAS 70 reviews for certain clients. These increases were partially offset by a $3.0 million reduction in
depreciation costs associated with the replacement of an ERP system in fiscal year 2004.

The general and administrative expenses within the Other category primarily reflect the cost of the Company’s directors and
officers insurance, costs associated with certain of the Company’s information technology systems and certain corporate
administrative functions, such as legal and finance, which are not fully allocated to the Company’s subsidiary companies, as well
as administration costs related to @ Ventures. General and administrative expenses within the Other category decreased by 9% as
compared to the prior fiscal year primarily as a result of a $1.2 million reduction in directors and officers insurance costs, a $1.3
million reduction in legal fees, a $1.0 million reduction in employee-related costs, a $1.0 million decrease in depreciation expense,
and a year over year general and administrative expense reduction attributable to higher prior year costs of approximately $1.2
million associated with a potential acquisition that was not consummated and were therefore written off during fiscal year 2004,
These decreases were partially offset by approximately $3.2 million of costs associated with the Company’s compliance with
Section 404 of the Sarbanes-Oxley Act of 2002 in fiscal 2005.

Amortization of Intangible Assets:

Asa % Asa %
of of
Segment Segment
Net Net %
2005 Revenue 2004  Revenue $ Change Change
(in thousands)
eBusiness and Fulfillment
AMEIICAS © o ettt e ettt e e $2,864 1% % — — $2.864 100%
F N T 1,895 1% — — 1,895 100%
Burope ... o e 467  — — — 467 100%
Total eBusiness and Fulfillment , . .. ... .................. 5226 — — _— 5,226 100%
B o - 1 $5,226 — $ — — $5,226 100%

The intangible asset amortization relates to certain amortizable intangible assets acquired by the Company in connection with
its acquisition of Modus. These intangible assets are being amortized over lives ranging from 1 to 7 years.

Restructuring, net:

Asa % Asa %
of of
Segment Segment

Net Net %
2005 Revenue 2004 Revenue $ Change Change

(in thousands)

eBusiness and Fulfillment

AINBIICAS .t ittt et et e e $2,805 1% $2,981 1% % (176) (6)%

- N T 937 — — — 937 100%
Burope ... s 1,397 — — — 1,397  100%
Total eBusiness and Fulfillment .. .. ... ... ... .. ....... 5,139 — 2,981 1% 2,158 72%

L0 11 1 =) 119 — 2,623 — (2,504  (95)Y%
Total .. e e $5,258 — $5,604 1% $ (346) (6)%

During the fiscal year ended July 31, 2005, the Company recorded net restruciuring charges of approximately $5.3 million,
These charges consist of approximately $2.5 million related to a workforce reduction of 135 employees, approximately $3.3
million related to unutilized facilities for which the Company expects to realize no future economic benefit and approximately
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$0.1 million related to the impairment of certain assets no longer in service. In addition, the Company recorded adjustments of
approximately $0.1 million to previously recorded restructuring estimates for facility lease obligations primarily based on changes
to the underlying assumptions regarding the estimated length of time required to sublease each vacant space and the expected rent
recovery rates. The Company also recorded an adjustment of approximately $0.5 million as the result of a gain on the sale of
previously impaired assets that had been reflected within restructuring expense.

During the fiscal year ended July 31, 2004, the Company recorded net restructuring charges of approximately $5.6 million.
The restructuring charges primarily reflect adjusiments of approximately $1.8 million at iCast and $2.9 million at SalesLink to
previously recorded restructuring estimates for facility lease obligations primarily based on changes to the underlying assumptions
regarding the estimated length of time required to sublease each vacant space and the expected rent recovery rates. These charges
were partially offset by a $0.9 million reduction to a previously recorded restructuring estimate for a facility lease obligation that
the Company settled for an amount less than originally estimated. During the fiscal year ended July 31, 2004, the Company also
recorded a $0.6 million charge related to a hosting services contract that the Company is no longer utilizing, as it represented
excess capacity. The reduction in hosting services required to support the business is primarily the result of the divestiture of
several subsidiaries in fiscal 2003. During the fiscal year ended July 31, 2004, the Company also recorded a charge of $0.4 million
related to a workforce reduction of 42 employees, a charge of $0.5 million to write-off certain software and hardware related assets
no longer being utilized by the Company, and a $0.5 million charge related to equipment and facility lease obligations under which
the Company expects to realize no future economic benefit.

Interest Income/Expense:

During the fiscal year ended July 31, 2003, interest income increased $0.2 million to $3.8 million from $3.6 million in the
prior fiscal year, While the Company’s average cash balances were lower during fiscal 2005 than in fiscal 2004 as a result of the
Company’s net cash payment of approximately $66.2 million to retire Modus’ debt and pay certain deal-related costs, the lower
average cash balances were offset by higher average short term interest rate yields on invested cash during fiscal 2005,

Interest expense totaled approximately $2.0 million for the fiscal year ended July 31, 2005 as compared to $1.7 million for the
same period in the prior fiscal year. In both periods, interest expense of approximately $0.8 million related to the Company’s
stadium obligation, and the remaining interest expense related primarily to outstanding borrowings on a revolving bank credit
facility.

Other Gains (losses), net:

Other gains (losses) net, totaled $2.6 million for the fiscal year ended July 31, 2005, as compared to $45.0 million in the prior
fiscal year. During the fiscal year ended July 31, 2005, the Company realized gains totaling approximately $5.7 million, of which
approximately $5.1 million related to the acquisition by third parties of two @ Ventures portfolic companies, Molecular and
Classmates Online, Inc. These gains were partially offset by foreign exchange losses during the year of approximately $3.1 million,
primarily related to unhedged foreign currency exposures, primarily in Asia. Other gains (losses), net, for the fiscal year ended
July 31, 2004, primarily consisted of a $40.5 million gain by the Company’s AlraVista subsidiary on the sale of approximately
3.2 million shares of Qverture Services, Inc. common stock, a gain of approximately $2.0 million by the Company on its sale of
approximately 1.0 million shares of Loudeye Corp. common stock, a gain of approximately $0.8 million by the Company on its
sale of approximately 0.2 million shares of Primus Knowledge Solutions common stock, and a gain of approximately $1.1 million
by the Company on its sale of approximately 0.3 million shares of NaviSite, Inc. common stock.

Equity in losses of affiliates, net;

Equity in losses of affiliates, net, resulted from the Company’s minority ownership in certain investments that are accounted
for under the equity method. Under the equity method of accounting, the Company’s proportionate share of each affiliate’s income
(loss}) is included in equity in income (losses) of affiliates. Equity in losses of affiliates, net, totaled a loss of $1.4 million for the
fiscal year ended July 31, 2005, as compared to a loss of $2.3 million for the prior fiscal year. Included in equity in losses of
affiliates, net, for the fiscal year ended July 31, 2005 and 2004, are impairment charges of approximately $0.4 million and $1.6
million, respectively, for other than temporary declines in the carrying value of certain investments in affiliates.

Income Tax Expense (Benefit):

During fiscal 2005 and 2004, the Company recorded an income tax benefit of approximately $19.9 million and $69.5 million,
respectively, primarily as a result of a $24.7 million and $76.4 million reduction, respectively, in the Company’s estimate of certain
tax liabilities that had been included in accrued income taxes on the Company’s balance sheet. The income tax benefit for the fiscal
year ended July 31, 2005 differs from the amount computed by applying the U.S, federal income tax rate of 35 percent to income
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from continuing operations primarily as a result of a reduction in the Company’s estimate of certain tax liabilities that had been
included in accrued income taxes on the Company’s balance sheet and valuation allowances recognized on deferred tax assets. The
income tax benefit recorded during fiscal 2005 has been reduced by provisions for taxes in the U.S. and certain other tax
Jurisdictions,

Liquidity and Capital Resources

Historically, the Company has financed its operations and met its capital requirements primarily through funds generated from
operations, the issuance of CMGI common stock, the sale of our interests in subsidiaries, returns generated by our venture capital
business and borrowings from lending institutions. As of July 31, 2006, the Company’s primary sources of liquidity consisted of
cash and cash equivalents and short-term investments of $226.2 million. In addition, on October 31, 2005, ModusLink entered into
a new revolving credit agreement (the “New Loan Agreement™) with a bank syndicate. The New Loan Agreement is a three-year
$60.0 million revolving credit facility, with a scheduled maturity of October 31, 2008. Advances under the New Loan Agreement
may be in the form of leans or letters of credit. Qutstanding borrowings under a former Loan Agreement have been assumed by the
New Loan Agreement such that at July 31, 2006, approximately $24.8 million of borrowings were outstanding under the new Loan
Agreement, and approximately $45,000 had been reserved in support of outstanding letters of credit. Interest on the revolving
credit facility is based on Prime or LIBOR plus an applicable margin (ranging from 1.25 — 1.75%). The New Loan Agreement is
secured by all assets of ModusLink and includes certain restrictive financial covenants, which include bafance sheet leverage,
liquidity and profitability measures and restrictions that limit the ability of ModusLink, among other things, to merge, or acquire or
sell assets without prior approval from the lenders. The Company was in compliance with all covenants at July 31, 2006 and 2005.
The Company’s working capital at July 31, 2006 was approximately $282.2 million.

Net cash provided by operating activities of continuing operations was $16.6 million for the fiscal year ended July 31, 2006,
compared to net cash used for operating activities of continuing operations of $13.8 million and $18.7 million for the fiscal years
ended July 31, 2005 and 2004, respectively. Cash provided by {used for) operating activities of continuing operations represents
net income (loss) as adjusted for non-cash items and changes in working capital. During the fiscal year ended JTuly 31, 2006,
non-cash items primarily included $11.0 million of depreciation expense, $4.8 million of amortization of intangible assets, $6.4
million of stock-based compensation expense and $28.0 million of non-operating gains, net. Non-operating gains, net consists
primarily of a gain of approximately $19.4 million as a result of the acquisition of WebCT Inc. by a third party, a gain of
approximately $3.2 million as a result of the acquisition of Realm Business Solutions, Inc. by a third party and a gain of
approximately $4.6 million as a result of the acquisition of Alibris, Inc. by a third party, Web CT Inc., Realm Business Solutions
Inc. and Alibris, Inc, were all @ Ventures portfolio companies. During the fiscal year ended July 31, 2005, non-cash items
primarily included $9.7 million of depreciation expense, $35.2 million of amortization of intangible assets and $5.7 million of stock-
based compensation expense. In fiscal 2005, net cash used from operating activities also includes an inventory increase of
approximately $21.8 million, largely related to new client programs launched during the year. In fiscal 2004, non-cash items
primarily included depreciation of $6.5 million, equity in losses of affiliates of $2.3 million, and non-operating gains, net of $45.0
million. The non-operating gains primarily included a $40.5 million gain on the sale by AltaVista of approximately 3.2 million
shares of Overture Services, Inc. common stock and a $2.1 million gain on the sale of approximately 1.0 million shares of Loudeye
Corp. common stock.

The Company believes that its cashflows related to operating activities of continuing operations is dependent on several
factors, including increased profitability, effective inventory management practices, and optimization of the credit terms of certain
vendors of the Company. Our cash flows from operations are dependent on several factors including the overall performance of the
technology sector, and the market for outsourcing services. The intensity of the competition in our markets is expected to continue
to increase and this increased competition may result in price reductions, reduced gross margins and loss of market share. A
one-percentage point decline in our gross margins earned during the fiscal year ended July 31, 2006, would have resulted in a $11.5
million decline in our cash flows from operating activities. We continue to focus on margin improvement, through our efforts to
target new vertical markets, expand our service offerings and lower our infrastructure costs in order to improve the profitability and
cash flows of our business and maintain our competitive position. We believe our ERP and hub and spoke initiatives are key
enablers to drive efficiencies and lower our operating costs. We also seek to lower our cost to service clients, by moving work to
lower-cost venues and establishing facilities closer to our clients to gain efficiencies.

Investing activities of cortinuing operations used cash of $75.4 million and $77.7 million for the fiscal years ended July 31,
2006 and 20035 respectively, and provided cash of $85.1 million for the fiscal year ended July 31, 2004. The $75.4 million of cash
used for investing activities in fiscal 2006 resulted from the Company investing approximately $94.5 million in auction rate
securities in order to increase the yields eamed on its available cash, $16.5 million of capital expenditures and $6.8 million of
investments in affiliates. These cash uses were partially offset by $3.0 million of proceeds from the sale of the Company’s
marketing distribution services business, $2.7 miliion of proceeds from the sale of a building in Europe and approximately $21.2
million, $6.9 million and $7.9 million of proceeds from the acquisition by third parties of three @ Ventures portfolio companies,
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WebCT Inc., Realm Business Solutions Inc. and Alibris Inc., respectively. During the fiscal year ended July 31, 2005, the
Company’s primary use of cash for investing activities included the acquisition of Medus, for which the Company made a net cash
payment of approximately $66.2 million to retire Modus’ debt and pay certain deal related costs. Also during the fiscal year ended
July 31, 2005, the Company paid additional acquisition related costs of approximately $1.8 million and had capital expenditures of
$12.3 million. In addition, during the fiscal year ended July 31, 2005, @ Ventures invested approximately $4.8 million and received
distributions of approximately $7.5 million, $6.1 million of which was related to the acquisition by a third party of Molecular, one
of its portfolio companies. The $85.1 million of cash provided from investing activities of continuing operaticns in fiscal 2004
primarily included $75.4 million in cash proceeds from AltaVista’s sale of approximately 3.2 million shares of Overture Services,
Inc. common stock, $11.2 million of cash proceeds from the release of the escrow portion of the AltaVista proceeds, $2.4 million
of cash proceeds from the Company’s sale of approximately 1.0 million shares of Loudeye Corp. common stock, $1.0 million in
cash proceeds from the sale of approximately 0.2 million shares of Primus Knowledge Solutions common stock, $1.0 million of
cash proceeds from the repayment of a note receivable from uBid, and $1.1 million in cash proceeds from the sale of
approximately 0.2 million shares of NaviSite, Inc. common stock, partially offset by $5.3 million in capital expenditures and $2.1
million in investments in affiliates. As of July 31, 2006, the Company had $20.7 million of investments in affiliates, which may be
a potential source of future liquidity. However, the Company does not anticipate being dependent on liquidity from these
investments to fund either its short-term or long-term operating activities. During the fiscal year ended July 31, 2006, the Company
invested approximately $14.8 million in a new Enterprise Resource Planning System in connection with its strategy to create a
global integrated supply-chain system infrastructure that extends from front-end order management through distribution retums
management. The total investment in the new ERP system is expected to approximate $29.8 million.

Financing activities of continuing operations used cash of $0.7 million for the fiscal year ended July 31, 2006 and provided
cash of $14.1 million and $10.8 million for the fiscal years ended July 31, 2005 and 2004, respectively. The $0.7 million of cash
used for financing activities of continuing operations during the fiscal year ended July 31, 2006 includes $1.2 million of proceeds
from the issuance of common stock and approximately $1.7 miltion of cash used for the repayment of a mortgage in connection
with the sale of a building in Europe. Also, during fiscal year 2006, the Company borrowed $11.0 million under the revolving line
of credit in order to support the demand for certain client products. This borrowing was repaid prior to JTuly 31, 2006. The $14.1
million of cash provided by financing activities of continuing operations during the fiscal year ended July 31, 2005 includes $6.1
million of proceeds from the issuance of cammon stock primarily from stock option exercises and $9.0 million of borrowings
under the revolving line of credit. The $10.8 million of cash provided by financing activities of continuing operations during fiscal
2004 included $1.3 million of proceeds from the issuance of common stock, and $13.0 million of borrowings under the revolving
line of credit in order to support expected demand for certain products of a major OEM customer, partially offset by $3.5 million of
repayments of borrowings from a bank loan. The Company is not dependent on liquidity from its financing activities to fund either
its short-term or long-term operating activities.

Cash used for discontinued operations totaled $3.0 million, $3.0 million and $2.2 million for the fiscal years ended July 31,
2006, 2005 and 2004, respectively.

Given the Company’s cash resources as of July 31, 2006, the Company believes that it has sufficient working capital and
liquidity to support its operations, as well as continue to make investments through its venture capital business over the nexi fiscal
year and for the foreseeable future. However, should .additional capital be needed to fund future investment and acquisition
activity, the Company may seek to raise additional capital through offerings of the Company’s stock, or through debt financing.
There can be no assurance, however, that the Company will be able to raise additional capital on terms that are favorable to the
Company, or at all.

Off-Balance Sheet Financing Arrangements

The Company does not have any off-balance sheet financing arrangements.

CONTRACTUAL OBLIGATIONS

The Company leases facilities and certain other machinery and equipment under various non-cancelable operating leases and
executory contracts expiring through June 2020.

In August 2000, the Company announced it had acquired the exclusive naming and sponsorship rights to the New England
Patriots” new stadium for a period of fifteen years. In August 2002, the Company finalized an agreement with the owner of the
stadium to amend the sponsorship agreement. Under the terms of the amended agreement, the Company relinquished the stadium
naming rights and remains obligated for a series of annual payments of $1.6 million per year through 2015.
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ModusLink has a revolving bank credit facility of $60.0 million. As of July 31, 2006, the effective interest rate on the credit
facility was LIBOR rates plus 1.25%. Approximately $24.8 million of borrowings were outstanding under the facility, and
approximately $45,000 had been reserved in support of outstanding letters of credit.

Purchase obligations represent an estimate of all open purchase orders and contractual obligations in the ordinary course of
business for which the Company has not received the goods or services. Although open purchase orders are considered enforceable
and legally binding, the terms generally allow us the option to cancel, reschedule, and adjust our requirements based on our
business needs prior to the delivery of goods or performance of services.

Future minimum payments, including previously recorded restructuring obligations; as of July 31, 2006 are as follows:

tll;::s 1 ) After 5
Contractual Obligations Total year 1-3 years 3-5 years years
(in thousands)
Operating leaSES - . ...ttt e e $72,292 $ 21,187 $32,371 $16,396 $2,338
Capital leases . . . ... e 984 407 577 — —
Stadium obligations . . ... .. ... L 15,200 2,400 3,200 3,200 6,400
Long-termdebt .. ... .. e e 98 65 33 — —
Purchase obligations ...... ... ... .. . . . . e 104,299 104,299 — — —
Revolvinglineofcredit . .. ...... ... .. ... . . . . .. 24,786 — 24,786 — —
Total .. e $217,659 $128,358 $60,967 $19.596 $8,738

The table above excludes obligations related to the Company’s defined benefit pension plan. See Note 17 of the Consolidated
Financial Statements for a summary of our expected contributions and benefit payments for this plan.

Total future minimum lease payments have been reduced by future minimum sublease rentals of approximately $1.1 million.

Total rent and equipment lease expense charged to continuing operations was approximately $21.3 million, $21.3 million, and
$6.4 million for the fiscal years ended July 31, 2006, 2005 and 2004, respectively. The increase in rent expense in fiscal 2005 was
attributed to the acquisition of Modus.

From time to time the Company provides guarantees of payment to vendors doing business with certain of the Company’s
subsidiaries. These guarantees require that in the event that the subsidiary cannot satisfy its obligations with certain of its vendors,
the Company will be required to settle the obligation. .

From time to time, the Company agrees 1o provide indemnification to its clients in the ordinary course of business. Typically,
the Company agrees to indemnify its clients for losses caused by the Company including with respect to certain intellectual
property, such as databases, software masters, certificates of authenticity and similar valuable intellectual property. As of July 31,
2006, the Company had no recorded liabilities with respect to these arrangements.

As of July 31, 2006, the Company had guarantees related to a facility lease of a former subsidiary and guarantees of
indebtedness totaling approximately $0.6 million. Subsequent to July 31, 2006, this former subsidiary amended its facility lease to
extend the lease term through November 2016 with cumulative base rent of approximately $16.9 million. The Company is
currently evaluating the effect of this extension on this guaranty.

CRITICAL ACCOUNTING POLICIES

The discussion and analysis of our financial condition and results of operations are based on our Consolidated Financial
Statements, which have been prepared in accordance with accounting principles generally accepted in the United States of
America. The preparation of these financial statements requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the Consolidated Financial
Statements and the reported amounts of revenues and expenses during the reporting period. On an ongoing basis, we evaluate our
estimates, including those related to revenue recognition, inventories, investments, intangible assets, income taxes, restructuring,
impairment of long-lived assets and centingencies and litigation. Of the accounting estimates we routinely make relating to our
critical accounting policies, those estimates made in the process of: preparing investment valuations; determining discounted cash
flows for purposes of evaluating goodwill and intangible assets for impairment; determining future lease assumptions related to
restructured facility lease obligations; and establishing income tax liabilities are the estimates most likely to have a material impact

30




on our financial position and results of operations. The Company bases its estimates on historical experience and on various other
assumptions that are believed to be reasonable under the circumstances. However, because these estimates inherently involve
judgments and uncertainties, there can be no assurance that actual results will not differ materially from those estimates,

The Company has identified the accounting policies below as the policies most critical to its business operations and the
understanding of our results of operations. The impact and any associated risks related to these policies on our business operations
is discussed throughout Management’s Discussion and Analysis of Financial Condition and Results of Operations where such
policies affect our reported and expected financial results. Our critical accounting policies are as follows:

*  Revenue recoghition

*  Restructuring expenses

= Stock-Based Compensation Expense

*  Accounting for impairment of long-lived assets, goodwill and other intangible assets
* Investments

+«  [Income taxes

Revenue Recognition. The Company derives its revenue primarily from the sale of products, supply chain management
services and other services. Revenue is recognized as product is shipped and related services are performed in accordance with all
applicable revenue recognition criteria.

The Company recognizes revenue when there is persuasive evidence of an arrangement, title and risk of loss have passed,
product is shipped or the services have been rendered, the sales price is fixed or determinable and collection of the related
receivable is reasonably assured. The Company also applies the provisions of the Financial Accounting Standards Board’s
(“FASB"™), Emerging Issues Task Force (“EITF”) Issue No. 99-19, “Reporting Revenue Gross as a Principal versus Net as an
Agent.” The Company’s application of EITF 99-19 includes evaluation of the terms of each major client contract relative to a
number of criteria that management considers in making its determination with respect to gross vs. net reporting of revenue for
transactions with its clients. Management’s criteria for making these judgments place particular emphasis on determining the
primary obligor in a transaction and which party bears general inventory risk. The Company records all shipping and handling fees
billed to clients as revenue, and related costs as cost of sales, when incurred, in accordance with EITF 00-10, “Accounting for
Shipping and Handling Fees and Costs.”

The Company also follows the EITF Issue No, 00-21, “Accounting for Revenue Arrangements with Muitiple Deliverables”
(“EITF 00-217). This 1ssue addresses determination of whether an arrangement involving more than one deliverable contains more
than one unit of accounting and how the arrangement consideration should be measured and allocated to the separate units of
accounting.

For those contracts which contain muitiple deliverables, management must first determine whether each service, or
deliverable, meets the separation criteria of EITF 00-21. In general, a deliverable (or a group of deliverables) meets the separation
criteria if the deliverable has standalone value to the client and if there is objective and reltable evidence of the fair value of the
remaining deliverables in the arrangement. Each deliverable that meets the separation criteria is considered a “separate unit of
accounting.” Management allocates the total arrangement consideration to each separate unit of accounting based on the relative
fair value of each separate unit of accounting. The amount of arrangement consideration that is allocated to a unit of accounting
that has already been delivered is limited to the amount that is not contingent upon the delivery of another separate unit of
accounting. After the arrangement consideration has been allocated (o each separate unit of accounting, management applies the
appropriate revenue recognition method for each separate unit of accounting as described previously based on the nature of the
arrangement. All deliverables that do not meet the separation criteria of EITF 00-21 are combined into one unit of accounting, and
the appropriate revenue recognition method is applied.

Restructuring Expenses. For restructuring plans implemented prior to December 31, 2002, the Company assessed the need to
record restructuring charges in accordance with EITF No. 94-3, “Liability Recognition for Certain Employee Termination Benefits
and Other Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring).” The Company also applies EITF Issue
No. 95-3, “Recognition of Liabilities in Connection with a Purchase Business Combination” and Staff Accounting Bulletin (“SAB”)
No. 100, “Restructuring and Impairment Charges.” In accordance with this guidance, management must execute an exit plan that
will result in the incurrence of costs that have no future economic benefit. Also under the terms of EITF 94-3, a liability for the
restructuring charges is recognized in the period management approves the restructuring plan, The Company records liabilities that
primarily include the estimated severance and other costs related to employee benefits and certain estimated costs to exit equipment
and facility lease obligations, bandwidth agreements and other service contracts. These estimates are based on the remaining
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amounts due under various contractual agreements, adjusted for any anticipated contract cancellation penalty fees or any anticipated
or unanticipated event or changes in circumstances that would reduce these obligations. In the past, certain of our restructuring
estimates relating to contractual obligations have been settled for amounts different than our initial estimates. As of July 31, 2006,
the Company’s accrued restructuring balance totaled $12.2 million, of which remaining contractual obligations represented $10.7
million. These contractual obligations principally represent future obligations under non-cancelable real estate leases. Restructuring
estimates relating to real estate leases involve consideration of a number of factors including: potential sublet rental rates, estimated
vacancy period for the property, brokerage commissions and certain other costs, Estimates relating to potential sublet rates and
expected vacancy periods are most likely to have a material impact on the Company’s results of operations in the event that actual
amounts differ significantly from estimates. These estimates involve judgment and uncertainties, and the settlement of these
liabilities could differ materially from recorded amounts. As such, in the course of making such estimates management often uses
third party real estate experts to assist management in its assessment of the marketplace for purposes of estimating sublet rates and
vacancy periods. A 10%-20% unfavorable settlement of our remaining restructuring liabilities, as compared to our current estimates,
would decrease cur income from continuing operations by $1.2-$2.4 million.

In June 2002, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standard
(*SFAS”) No. 146, “Accounting for Costs Associated with Exit or Disposal Activities” which addresses financial accounting and
reporting for costs associated with exit or disposal activities and nullifies EITF 94-3. The statement requires companies to
recognize costs associated with exit or disposal activities when they are incurred rather than at the date of a commitment to an exit
or disposal plan. Examples of costs covered by the statement include lease termination costs and certain employee severance costs
that are associated with a restructuring, discontinued operations, plant closing, or other exit or disposal activity. The provisions of
this Statement have been applied by the Company to exit or disposal activities that were initiated after December 31, 2002.

Stock-Based Compensation Expense. On August 1, 2005, the Company adopted SFAS No. 123 (revised 2004), “Share-Based
Payment,” (“SFAS No. 123(R)”) which requires the measurement and recognition of compensation expense for all stock-based
payment awards made to employees and directors including employee stock options and employee stock purchases based on
estimated fair values. In March 2005, the Securities and Exchange Commission issued Staff Accounting Bulletin No. 107 (“SAB
107) relating to SFAS No. 123(R). The Company has applied the provisions of SAB 107 in its adoption of SFAS No. 123(R).

SFAS No, 123(R) requires companies to estimate the fair value of stock-based payment awards on the date of grant using an
option-pricing model. The value of the portion of the award that is ultimately expected to vest is recognized as expense over the
requisite service periods in the Company’s Consclidated Statement of Operations. SFAS No. 123(R) supersedes the Company’s
previous accounting under the provisions of SFAS No. 123, “Accounting for Stock-Based Compensation.” As permitted by SFAS
No. 123, the Company measured options, granted prior to August 1, 2005, as compensation cost in accordance with Accounting
Principles Board Opinion (“APB™) No. 25, “Accounting for Stock Issued to Employees™ and related interpretations. Accordingly,
no accounting recognition was given to stock options granted at fair market value until they were exercised. Upon exercise, net
proceeds, including tax benefits realized, were credited to equity.

The Company adopted SFAS No. 123(R) using the modified prospective transition method, which requires the application of
the accounting standard as of August 1, 2005, the first day of the Company’s fiscal year 2006. In accordance with the modified
prospective transition method, the Company’s Consolidated Financial Statements for prior periods have not been restated to reflect,
and do not include, the impact of SFAS No. 123(R). Stock-based compensation expense recognized under SFAS No. 123(R) for
the fiscal year ended July 31, 2006 consisted of stock-based compensation expense related to employee stock options and
employee stock purchases of approximately $5.2 million, excluding approximately $1.2 million of stock-based compensation for
nonvested stock. There was no stock-based compensation expense related to employee stock options and employee stock purchases
recognized during the fiscal year ended July 31, 2005.

Stock-based compensation expense recognized during the period is based on the value of the portion of stock-based payment
awards that is ultimately expected to vest during the period. Stock-based compensation expense recognized in the Company’s
Consolidated Statement of Operations for the fiscal year ended July 31, 2006 included compensation expense for stock-based
payment awards granted prior to, but not yet vested as of July 31, 2005 based on the grant date fair value estimated in accordance
with the pro forma provistons of SFAS No. 123 and compensation expense for the stock-based payment awards granted subsequent
to July 31, 2005 based on the grant date fair value estimated in accordance with the provisions of SFAS No. 123(R). As stock-
based compensation expense recognized in the Consolidated Statement of Operations for the fiscal year ended July 31, 2006 is
based on awards ultimately expected to vest, it has been reduced for estimated forfeitures. SFAS No. 123(R) requires forfeitures to
be estimated at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates. In
the Company's pro forma information required under SFAS No. 123 for the periods prior to August 1, 2005, the Company
established estimates for forfeitures.
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Upon adoption of SFAS No. 123(R), the Company also changed its method of valuation for stock-based awards granted after
August 1, 2005 to a binomial-lattice option-pricing model (“binomial-iattice model”) from the Black-Scholes option-pricing model
(“Black-Scholes model’") which was previously used for the Company’s pro forma information required under SFAS No. 123. The
Company believes that the binomial-lattice model is a more accurate model for valuing employee stock options since it better

, reflects the impact of stock price changes on option exercise behavior. The Company uses third party analyses to assist in
developing the assumptions used in its binomial-lattice model and the resulting fair value used to record compensation expense.
The Company’s determination of fair value of stock-based payment awards on the date of grant using an option-pricing model is
affected by the Company's stock price as well as assumptions regarding a number of highly complex and subjective variables.
These variables include, but are not limited to the Company’s expected stock price volatility over the term of the awards, and
actual and projected employee stock option exercise behaviors. Any changes in these assumptions may materially affect the
estimated fair value of the stock-based award. A 10% increase in the volatility used for determining the fair value of the options
granted during the fiscal year ended July 31, 2006 would have resuited in an approximately $0.5 million increase in the total
estimated stock-based compensation for these options.

Accounting for Impairment of Long-Lived Assets, Goodwill and Other Intangible Assets. The Company follows SFAS
No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” Under SFAS No. 144, the Company tests certain
long-lived assets or group of assets for recoverability whenever events or changes in circumstances indicate that the Company may
not be able to recover the asset’s carrying amount. SFAS No. 144 defines impairment as the condition that exists when the carrying
amount of a long-lived asset or group exceeds its fair value. When events or changes in circumstances dictate an impairment
review of a long-lived asset or group, the Company evaluates recoverability by determining whether the undiscounted cash flows
expected to result from the use and eventual disposition of that asset or group cover the carrying value at the evaluation date. If the
undiscounted cash flows are not sufficient to cover the carrying value, the Company measures any impairment loss as the excess of
the carrying amount of the long-lived asset or group over its fair value. Management predominantly uses third party valuation
reports in its determination of fair value.

The Company follows SFAS No. 142, “Goodwill and Other Intangible Assets.” SFAS No. 142 requires the Company to
evaluate its existing intangible assets and goodwill that were acquired in purchase business combinations, and to make any
necessary reclassifications in order to conform to the new criteria in SFAS No. 141 for recognition apart from goodwill.
Accordingly, the Company is required to reassess the useful lives and residual values of all identifiable intangible assets acquired
in purchase business combinations, and make any necessary amortization period adjustments. In addition, to the extent an
intangible asset is then determined to have an indefinite useful life, the Company is required 1o test the intangible asset for
impairment in accordance with the provisions of SFAS No. 142. The Company’s valuation methodology for assessing impairment
requires management (o make judgments and assumptions based on historical experience and projections of future operating
performance. Management predominantly uses third party valuation reports to assist in its determination of the fair value of
reporting units subject to impairment testing. These valuation reports, used to determine the fair value of reporting units for
purposes ol impairment testing, rely heavily on projections of future operating performance. The preparation of these projections
takes into consideration both past performance and management’s expectations for future performance based on its experience.
Further, in accordance with the provisions of SFAS No. 142, the Company has designated reporting units for purposes of assessing
goodwill impairment, The standard defines a reporting unit as the lowest level of an entity that is a business and that can be
distinguished, physically and operationally and for internal reporting purposes, from the other activities, operations, and assets of
the entity. As of July 31, 2004, based on the provisions of SFAS No. 142, the Company had two reporting units for purposes of
goodwill impairment testing. Upon completion of its acquisition of Modus Media on August 2, 2004, the Company concluded that
it had three reporting units (Americas, Asia, and Europe) for purposes of goodwill impairment testing. Additionally, the
Company’s policy is to perform its annual impairment testing for all reporting units in the fourth quarter of each fiscal year. The
Company performed its annual impairment test during the fourth quarter of fiscal 2006 and concluded goodwill was not impaired.
At July 31, 2006, the Company's carrying value of goodwill and other intangible assets totaled $181.2 million and $16.5 million,
respectively. The Company operates in highly competitive environments and projections of future operating results and cash flows
may vary significantly from actual results. Future operating results and cash flows from operations are dependent on several factors
including the overall performance of the technology sector, and the market for outsourcing services. The intensity of the
compelition is expected to continue to increase and this increased competition may result in price reductions, reduced gross
margins and loss of market share. If our assumptions regarding our ability to maintain our competitive position in the marketplace
or our assumptions of the future demand for our clients” products and services used in preparing our valuations of the Company’s
reporting units differ materially from actual future results, the Company may record impairment charges in the future.

Investments. Marketable securities held by the Company, which meet the criteria for classification as available-for-sale are
carried at fair value, net of a market discount to reflect any restrictions on transferability, when applicable. Unrealized holding
gains and losses on securities classified as availabie-for-sale are carried net of income taxes, when applicable, as a component of
“Accumulated other comprehensive income (loss)” in the Company’s Consolidated Statements of Stockholders’ Equity.
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The Company maintains interests in several privately held companies primarily through its various venture capital funds. The
Company’s venture capital business (“@ Ventures™) invest in early-stage technology companies. These investments are generally
made in connection with a round of financing with other third-party investors. At July 31, 2006, the Company’s carrying value of
investments in privately held companies was approximately $20.7 million. Investments in which the Company’s interest is less
than 20% and which are not classified as available-for-sale securities are carried at the lower of cost or net realizable value unless it
is determined that the Company exercises significant influence over the investee company, in which case the equity method of
accounting is used. For those investments in which the Company’s voting interest is between 20% and 50%, the equity method of
accounting is generally used. Under this method, the investment balance, originally recorded at cost, is adjusted to recognize the
Company’s share of net earnings or losses of the investee company as they occur, limited to the extent of the Company’s
investment in, advances to and commitments for the investee. These adjustments are reflected in “Equity in Income (losses) of
Affiliates, net” in the Company’s Consolidated Statements of Operations.

The Company assesses the need to record impairment losses on its investments and records such losses when the impairment
of an investment is determined to be other than temporary in nature. The process of assessing whether a particular equity
investment’s net realizable value is less than its carrying cost requires a significant amount of judgment, In making this judgment,
the Company carefully considers the investee’s cash position, projected cash flows (both short and long-term), financing needs,
recent financing rounds, most recent valuation data, the current investing environment, management/ownership changes, and
competition. This valuation process is based primarily on information that the Company requests from these privately held
companies and is not subject to the same disclosure and audit requirements as the reports required of U.S. public companies. As
such, the reliability and accuracy of the data may vary. Based on the Company’s evaluation, it recorded impairment charges related
to its investments in privately held companies accounted for under the equity methed of accounting of $0.6 million, $0.4 miliion,
and $1.6 million for the fiscal years ended 2006, 2005, and 2004, respectively. These impairment losses are reflected in “Equity in
Income (losses) of Affiliates, net” in the Company’s Consolidated Statements of Operations.

Estimating the net realizable value of investments in privaiely held early-stage technology companies is inherently subjective
and has contributed to significant volatility in our reported results of operations in the past and it may negatively impact our results
of operation in the future. We may incur additional impairment charges to our equity investments in privately held companies,
which could have an adverse impact on our future results of operations. A decline in the carrying value of our $20.7 million of
investments in affiliates at July 31, 2006 ranging from 10% to 20%, respectively, would decrease our income from continuing
operations by $2.1 million to $4.1 million.

Al the lime an equity method investee sells its stock to unrelated parties at a price in excess of its book value, the Company’s
net investment in that affiliate increases. If at that time, the affiliate is not a newly formed, non-operating entity, or a research and
development company, start-up or development stage company, and if there is no question as (o the affiliate’s ability to continue in
existence, the Company records the increase as a gain in its Consolidated Statements of Operations. As of July 31, 2006, no such
gains had been recorded related to any @ Ventures investments.

Income Taxes. Income taxes are accounted for under the provisions of SFAS No. 109, “Accounting for Income Taxes,” using
the asset and liability method whereby deferred tax assets and liabilities are recognized for the estimated future tax consequences
attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their respective
tax bases. Deferred tax assets and liabilities are measured using enacted tax rates in effect for the year in which those temporary
differences are expected to be recovered or settled. The effect on deferred tax assets and labilities of a change in tax rates is
recognized in income in the period that includes the enactment date. SFAS No. 109 also requires that the deferred tax assets be
reduced by a valuation allowance, if based on the weight of available evidence, it is more likely than not that some portion or all of
the recorded deferred tax assets will not be realized in future periods. This methodology requires estimates and judgments in the
determination of the recoverability of deferred tax assets and in the calculation of certain tax liabilities. At July 31, 2006 and 2005,
respectively, a full valuation allowance has been recorded against the gross deferred tax assets since management believes that
after considering all the available objective evidence, both positive and negative, histerical and prospective, with greater weight
given 1o historical evidence, it is more likely than not that these assets will not be realized. In each reporting period, we evaluate
the adequacy of our valuation allowance on our deferred tax assets. In the future, if the Company is able to demonstrate a
consistent trend of pre-tax income, then at that time management may reduce its valvation allowance, accordingly. At July 31,
2006, the Company’s net operating loss carryforwards for federal, state and foreign purposes totaled $2.0 billion, $2.1 billion and
$15.1 million, respectively. A 5% reduction in the Company’s current valuation aliowance on these federal, state and foreign net
operating loss carryforwards would result in an income tax benefit of approximately $40.0 million.

In addition, the calculation of the Company’s tax liabilities involves dealing with uncertainties in the application of complex
tax regulations in several tax jurisdictions. The Company is periodically reviewed by domestic and foreign tax authorities
regarding the amount of taxes due. These reviews include questions regarding the timing and amount of deductions and the
allocation of income among various tax jurisdictions. In evaluating the exposure associated with various filing positions, we record
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estimated reserves for probable exposures. Based on our evaluation of current tax positions, the Company believes it has
appropriately accrued for exposures.

RECENT ACCOUNTING PRONOUNCEMENTS

In September 2006, the FASB issued SFAS No. 158, “ Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans “ an amendment of FASB Statements No. 87, 88, 106, and 132 (R} (“SFAS 1587). SFAS 158 requires an
employer to recognize the over-funded or under-funded status of a defined benefit postretirement plan (other than a multiemployer
plan) as an asset or liability in its statement of financial position and to recognize changes in that funded status in the year in which
the changes occur through comprehensive income. SFAS 158 also requires the measurement of defined benefit plan assets and
obligations as of the date of the employer’s fiscal year-end statement of financial position (with limited exceptions). Under SFAS
158, the Company will be required to recognize the funded status of its defined benefit postretirement plan and to provide the
required disclosures commencing as of July 31, 2007. The Company is currently evaluating the impact, if any that SFAS 158 will
have on its results of operations or financial position.

In September 2006, the United States Securities and Exchange Commission (“SEC”) SAB No. 108, “Considering the Effects
of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements.” This SAB provides guidance
on the consideration of the effects of prior year misstatements in quantifying current year misstatements for the purpose of a
materiality assessment. SAB 108 establishes an approach that requires quantification of financial statement errors based on the
effects of each of the company’s balance sheet and statement of operations financial statements and the related financial statement
disclosures. The SAB permits existing public companies to record the cumulative effect of initially applying this approach in the
first year ending after November 15, 2006 by recording the necessary correcting adjustments to the carrying values of assets and
liabilities as of the beginning of that year with the offsetting adjustment recorded to the opening balance of retained earnings.
Additionally, the use of the cumulative effect transition method requires detailed disclosure of the nature and amount of each
individual error being corrected through the cumulative adjustment and how and when it arose. The Company is currently
evaluating the impact, if any, that SAB 108 may have on the Company’s results of operations or financial position.

In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes-an interpretation of
FASB Statement No. 109.” This Interpretation prescribes a recognition threshold and measurement attribute for the financial
statement recognition and measurement of a tax position taken or expected to be taken in a tax return. This Interpretation also
provides guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and transition.
The Interpretation is effective for fiscal years beginning after December 15, 2006 and the Company is currently evaluating the
impact, if any, that FASB No. 48 may have on the Company’s results of operatiens or financial position.

In March 2006. the FASB issued EITF 06-03, “How Taxes Collected from Customers and Remitted to Governmental
Authorities Should Be Presented in the Income Statement (that is, Gross versus Net Presentation)” that clarifies how a company
discloses its recording of taxes collected that are imposed on revenue producing activities. EITF 06-03 is effective for the first
interim reporting period beginning after December 15, 2006. The Company is evaluating the impact, if any, that EITF 06-03 may
have on the Company's results of operations or financial position; which will be adopted beginning the second quarter of fiscal
2007.

In February 2006, the FASB issued SFAS No. 155, “Accounting for Certain Hybrid Financial Instruments—an Amendment of
FASB Statements No. 133 and 140", SFAS 155 allows financial instruments that contain an embedded derivative and that
otherwise would require bifurcation to be accounted for as a whole on a fair value basis, at the holders’ election. SFAS 155 also
clarifies and amends certain other provisions of SFAS 133 and SFAS 140. SFAS 155 is effective beginning fiscal 2008. The
adoption of SFAS 155 is not expected to have an effect on the Company’s results of operations or financial position.

In November 2005, the FASB issued FSP FAS123(R)-3, Transition Election to Accounting for the Tax Effects of Share-Based
Payment Awards. This FSP requires an entity to follow either the transition guidance for the additional-paid-in-capital pool as
prescribed in SFAS No. 123(R), Share-Based Payment, or the alternative transition method as described in the FSP. An entity that
adopts SFAS No. 123(R) using the modified prospective application may make a one-time election to adopt the transition method
described in this FSP. An entity may take up 1o one year from the later of its initial adoption of SFAS No. 123(R) or the effective
date of this FSP to evaluate its available transition alternatives and make its one-time election. This FSP became effective in
November 2005. The Company is evaluating the impact, if any, that the FSP may have on the Company’s results of operations or
financial position.

In May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error Corrections”™ which replaces APB Opinion
No. 20 “Accounting Changes™ and SFAS No. 3, “Reporting Accounting Changes in Interim Financial Statements—An
Amendment of APB Opinion No. 28.” SFAS No. 154 requires retrospective application to prior periods’ financial statements of a
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voluntary change in accounting principal unless it is not practicable. SFAS No. 154 is effective for accounting changes and
corrections of errors made in fiscal years beginning after December 15, 2005 and is required to be adopted by the Company in the
first quarter of fiscal 2007. Although the Company will continue to evaluate the application of SFAS No. 154, management does
not currently believe adoption will have a material impact on the Company’s results of operations or financial position,

ITEM 7A.—QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Company is exposed to the impact of interest rate changes, foreign currency fluctuations and changes in the market
values of its investments. The carrying values of financial instruments including cash and cash equivalents, accounts receivable,
accounts payable and the revolving line of credit, approximate fair value because of the short-term nature of these instruments, The
carrying value of long-term debt and capital lease obligations approximates fair value, as estimated by using discounted future cash
flows based on the Company’s current incremental borrowing rates for similar types of borrowing arrangements, As a matter of
policy, the Company does not enter into derivative financial instruments for trading purposes. All derivative positions are used to
reduce risk by hedging underlying economic or market exposure and are valued at their fair value on our Consolidated Balance
Sheet.

Interest Rate Risk

The Company has from time to time used derivative financial instruments to reduce exposure 10 adverse fluctuations in
interest rates on its borrowing arrangements. The derivatives the Company uses are straightforward instruments with liquid
markets. At July 31, 2006, the Company was primarily exposed to the Prime Rate and London Interbank Offered Rate (“LIBOR™)
on its outstanding borrowing arrangements, and the Company had no open derivative positions with respect to its borrowing
arrangements. A hypothetical 100 basis point increase in our interest rates would have resulted in an approximately 11%, or $0.3
million, increase in our interest expense for the fiscal year ended Juty 31, 2006.

We maintain a portfolio of highly liquid cash equivalents typically maturing in three months or less as of the date of purchase.
We place our investments in instruments that meet high credit quality standards, as specified in our investment policy.

Our exposure to market risk for changes in interest rates relates primarily to our investment in short-term investments. At
July 31, 2006, the Company had available-for-sale securities, a significant portion of which are classified as short-term investments
on our Consolidated Balance Sheet. These short-term investments include corporate and state municipal obligations such as
commercial paper and auction rate securities (“ARS”), but may also include certificates of deposit and institutional market funds.
The auction rate securities are adjustable-rate securities with dividend rates that are reset periodically by bidders through “Dutch
auctions” generally conducted every 7 to 90 days by a trust company or broker/dealer on behalf of the issuer. We believe these
securities are highly liquid investments through the related auctions; however, the collateralizing securities have stated terms of up
to thirty years, We mitigate default risk by investing in instruments that are rated AAA by Moody’s and Fitch Ratings, or
equivalent. Our short-term investments are intended to establish a high-quality portfolio that preserves principal, meets liquidity
needs, avoids inappropriate concentrations and delivers an appropriate yield in relationship to our investments guidelines and
market conditions.

Foreign Currency Risk

Prior to the Modus acquisition, the Company had minimal exposure to changes in foreign currency exchange rates, and as
such, it had not used derivative financial instruments to manage foreign currency fluctuation risk. As a result of the acquisition of
Modus, the Company has added operations in various countries and currencies throughout the world and its operating results and
financial position are subject to greater exposure from significant fluctuations in foreign currency exchange rates. Modus
historicalty used derivative financial instruments, principally foreign currency exchange contracts, to manage the exposure that
results from such fluctuations, and the Company continues such practice.

International revenues from our foreign operating segments accounted for approximately 60% of total revenues during the fiscal
year ended July 31, 2006. A portion of our international sales made by our foreign business units in their respective countries is
denominated in the local currency of each country. These business units also incur a portion of their expenses in the local currency.

Primary currencies include Euros, Singapore Dollars, British Pounds, Chinese Yuan Renminbi, Hungarian Forints, Czech
Koruna and Taiwan Dollars. The income statements of our international operations are translated into U.S. dollars at the average
exchange rates in each applicable period. To the extent the U.S. dollar weakens against foreign currencies, the translation of these
foreign currency denominated transactions results in increased revenues, operating expenses and net income for our international
operations. Similarly, our revenues, operating expenses and net income will decrease for our international operations when the U.S.
dollar strengthens against foreign currencies.
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Using the foreign currency exchange rates from the beginning of our fiscal year, our revenues for the fiscal year ended
July 31, 2006 for Asia would have been lower than we reported using the actual exchange raigs by approximately $0.5 million and
operating income would have been higher by approximately $0.9 million. Additionally, revenues for the fiscal year ended July 31,
2006 for Europe would have been lower than we reported using the actual exchange rates by approximately $1.6 million and
operating loss would have been higher by approximately $0.5 million.

We are also exposed to foretgn exchange rates fluctuations as we convert the financial statements of our foreign subsidiaries
into U.S. dollars in consolidation. When there is a change in foreign currency exchange rates, the conversion of the foreign
subsidiaries’ financial statements into U.S. dollars will lead to a translation gain or loss which is recorded as a component of other
comprehensive income (loss). For the fiscal year ended July 31, 2006, we recorded foreign currency translation gains of
approximately $1.9 million. In addition, certain of our foreign subsidiaries have assets and liabilities that are denominated in
currencies other than the relevant entity’s functional currency. Changes in the functional currency value of these assets and
liabilitics create fluctuations that will lead to a transaction gain or loss. For the fiscal year ended July 31, 2006, we recorded foreign
currency transaction losses of approximately $2.3 million which are recorded in “Other gains (losses), net” in our Consolidated
Staternents of Operations.

QOur international business is subject to risks, including, but not limited to differing economic conditions, changes in political
climate, differing tax structures, other regulations and restrictions, and foreign exchange rate volatility when compared to the
United States. Accordingly, our future results could be materially adversely impacted by changes in these or other factors. As
exchange rates vary, our international financial results may vary from expectations and adversely impact our overall operating
results.
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ITEM 8.—FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Management’s Report on Internal Control Over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting for the
Company. Internal control over financial reporting is defined in Rule 13a-15(F) or 15d-15(f) promulgated under the Securities
Exchange Act of 1934 as a process designed by, or under the supervision of, the Company’s principal executive and principal
financial officers and effected by the Company’s board of directors, management and other personnel, to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles and includes those policies and procedures that:

Pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and dispositions of

the assets of the Company;

Provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in

accordance with generally accepted accounting principles, and that receipts and expenditures of the Company are being made

only in accordance with authorizations of management and directors of the Company; and

Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of the
Company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.

Projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because

of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Management assessed the effectiveness of the Company’s internal control over financial reporting as of July 31, 2006. In

making this assessment, the Company’s management used the criteria set forth by the Committee of Sponsoring Organizations of

the Treadway Commission (COSO) in Internal Control-Integrated Framework.

Based on our assessment, management conctuded that, as of July 31, 2006, the Company’s intemal control over financial
reporting is effective based on those criteria.

The Company’s independent registered public accounting firm, KPMG LLP, has issued an audit report on our assessment of

the Company’s internal control over financial reporting. This report appears on page 4! of this Annual Report on Form 10-K.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
CMGI, Inc.:

We have audited the accompanying consolidated balance sheets of CMGI, Inc. and subsidiaries as of July 31, 2006 and 2005,
and the related consolidated statements of operations, stockholders’ equity and cash flows for each of the years in the three-year
period ended July 31, 2006. These consolidated financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion,

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of CMGI, Inc. and subsidiaries as of July 31, 2006 and 2005, and the results of their operations and their cash flows for
cach of the years in the three-year period ended July 31, 2006, in conformity with U.S. generally accepted accounting principles.

As described in note 2 to the Consolidated Financial Statements, CMGI, Inc. adopted Statement of Financial Accounting h
Standards No. 123(R), “Share-Based Payment™* effective August 1, 2005.

We also have audited, in accordance with the standards of the Public Company Accounting QOversight Board (United States),
the effectiveness of CMGI, Inc.’s intemmal control over financial reporting as of July 31, 2006, based on criteria established in
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COS80), and our report dated October 16, 2006, expressed an unqualified opinion on management’s assessment of, and the
effective operation of, internal control over financial reporting,

/s KPMG LLP

Boston, Massachusetts
Qctober 16, 2006
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
CMGI, Inc.:

We have audited management’s assessment, included in the accompanying Management’s Report on Internal Control Over
Financial Reporting, that CMGI, Inc. maintained effective internal control over financial reporting as of July 31, 2006, based on
criteria established in Internal Control—Iniegrated Framewaork issued by the Committee of Sponsoring Qrganizations of the
Treadway Commission (COS0). CMGI, Inc.’'s management is responsible for maintaining cffective internal control over financial
reporting and for its assessment of the effectiveness of internal control over financial reporting. Qur responsibility is to express an
opinion on managerment’s assessment and an opinion on the effectiveness of the Company’s internal control over financial
reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internat control
over financial reporting was maintained in all material respects. Our audit included obtaining an understanding of internal control
over financial reporting, evaluating management’s assessment, testing and evaluating the design and operating effectiveness of
internal control, and performing such other procedures as we considered necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedures that
(1} pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispesitions of
the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the
company are being made only in accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because
of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate,

In our opinion, management’s assessment that CMGI, Inc. maintained effective internal control over financial reporting as of
July 31, 2006, is fairly stated, in all material respects, based on criteria established in Internal Control-—Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COS0). Also, in our opinion, CMG], Inc.
maintained, in all material respects, effective internal control over financial reporting as of July 31, 2006, based on criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSQO).

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the consolidated balance sheets of CMGI, Inc. and subsidiaries as of July 31, 2006 and 2005, and the related consolidated
statements of operations, stockholders” equity and cash flows for each of the years in the three-year period ended July 31, 2006,
and our report dated October 16, 2006 expressed an unqualified opinion on those consolidated financial statements, Such report
includes an explanatory paragraph regarding the Company’s adoption of Statement of Financial Accounting Standards No. 123(R),
“Share-based payment” affective August 1, 2005.

/s/ KPMG LLP

Baoston, Massachusetts
October 16, 2006

41




Property and equipment, net
Investments in affiliates
Goodwill
Other Intangible 8588 . . . .ottt e e
Other assets
Non-current assets of discontinued operations

Total current liabilities

CMGI, INC, AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

ASSETS

Current assets:

Cashand cash equivalents . . . ... . . i
Available-for-sale securities
Short-term investments ............. O
Accounts receivable, trade, net of allowance for doubtful accounts of $1,123 and $2,107 at

July 31, 2006 and 2003, respectively
IV enOT S .ot e
Prepaid expenses and olher CUITEnt @sSels . . . . .. ..ottt ittt it e as
Current assets of discontinued operations .. ... ... .. L

B A0 B0 5 4 L B = A

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current liabilities:

Current installments of long-termdebt . ........ ... i
Current installmenis of obligations under capital leases ... ....... ... .. . oot nn.
Revolving line of credit ., .. .. ... ... . e
Accounts payable
Current portion of accrued reStTUCIUTING . .. ..ottt i i e na e
Accrued income laxes
Accrued expenses
Other current liabilities ... ... . i e
Current hatnlities of discontinued operations

Revolving line of credit . .. ... . e e
Long-term debt, less current installments
Long-term portion of accrued restructuring
Obligations under capital leases, less current installments ... ... ... ... ... . ... ... oo
Other long-term liabilities
Non-current liabilities of discontinued operations
Stockholders’ equity:

Preferred stock, $0.01 par value per share. Authorized 5,000,000 shares; zero issued or
outstanding as of July 31, 2006 and July 31, 2005
Common stock, $0.01 par value per share. Authorized 1,405,000,000 shares; issued and
outstanding 483,948,888 shares at July 31, 2006 and 484,576,758 shares at July 31,2005 ....
Additional paid-in capital
Deferred compensation
Accumulated deficit
Accumulated other comprehensive income (loss)

Total stockholders” equity . ... ... i it e e e

See accompanying notes to consolidated financial statements.
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July 31,

2006 2005

(in thousands, except share
and per share amounts)

$ 131,728 § 192483
2,554 278
94,450 —
175,391 162,913
77,887 78,689
11,638 11,800
1,962 2,912
495,610 449,075
46,020 40,579
20,655 22,528
181,239 177,250
16,540 21,364
3,139 5,888

16 5,000

$ 763219 § 721,684

$ 65 $ 1,670

321 304
— 24,785
151,077 134,252
5,368 11,251
5,502 2,778
43,526 43,024
2,754 3,797
4775 2,576
213,388 224 437
24,786 —_
33 98
6.831 7912
548 823
15,596 17.101
4,122 98
4,865 4,846
7455076  7.453,851
— (6,213)

(6,968,315)  (6,983,260)
6.289 1,991
497,915 471215

$ 763,219 § 721,684




CMGI, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share amounts)

Years Ended July 31,

2006 2005 2004
INEL TEVEIIUC .« v e et e e e e e et ettt e e e e e ee et aa e as $1,148.886 $1,053.507 $381,315
Operating expenses:
COSE OF TEVEIIUE .+« v o v v e e e e et ettt e e e e et im e 1,030,655 933,063 359,989
Y111 R K EEEEEEEEETEEEE 20,068 21,578 4,458
General and adminiStrative . .. oot 83,233 80,613 36,470
Amortization of intangible assets ... i 4,824 5,226 —
RESIFUCIUIINE, TIEL . . o ottt ettt iae e e s baa e n s e e e 9,521 5,258 5,604
Total Operating CXPENSEs . .. . .. v v et 1,148,301 1,045,738 406,521
Operating income (10SS) ... ...t ii 585 7,769 (25,200)
Other income (expense):
INIETESE INCOMIC & v« e v v e e et e e e e e e ettt e e e m it ma i 6,218 3,766 3,569
TREEIEST EXPEIISC .« v e vttt et e e e e e et e e et (2,813) (2,004) (1,732)
Other gains (IOSSES), MET . ... ..o e it 28.518 2,614 44 982
Equity in losses of affiliates, net .. ... ..o i (49) (1.396) (2.340)
MINOTILY MLETESE .\ oo v et e oottt et e e e — — (2,075)
3i.874 2,980 42,404
Income from continuing operations before income taxes . ... i 32,459 10,749 17,198
Income tax expense (benefit) .. ... ... .. 3,780 (19,933) (69.532)
Incomie from continuing OPErations . . . .....uuuarr it 28,679 30,682 86,730
Discontinued operations, net of income taxes:
Gain (loss) from discontinued OPErations . ... ... (13,734) 4,157) 245
NNET IICOME + ot s vt e e e e e e e e e et e e e ettt te e a i e et $ 14945 $ 26525 § 86,975
Basic and diluted earnings (loss) per share:
Earnings from continuing operations . ...............oiiaiiiiiiiieiiins $ 006 % 006 $ 022
Gain (loss) from discontinued OPErations .. ...... ... i (0.03) (0.00) 0.00
Earnings available to common stockholders ... ... b 003 % 006 $ 022
Shares used in computing basic eamings pershare .............. ... oo 482,837 475,294 399,153
Shares used in computing diluted eamings pershare . ... ... ... o o 486,170 483,570 404,246

See accompanying notes to consolidated financial statements.
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CMGI, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(in thousands, except share amounts)

Accumulated
Additional other Total
Common  paid-in  comprehensive Deferred Accumulated stockholders’
. stock capital income (loss) compensation deficit equity
Balance at July 31, 2003 (395,591,493 shares) ............ $3.956 $7,296,230  $ 43586 $§ — $(7.096,760) $247,012
Comprehensive income, net of taxes:
Netincome .................................... — — — — 86,975 86,975
Other comprehensive income:
Net unrealized holding gain arising during period . . . . — —_ 960 — — 960
Reclassification adjustment for net realized gain
included innetincome ............... ..., ..., — — (44,543) —_ _ (44,543)
Foreign currency translation adjustment arising during
theperiod ..... ... ... .. ... . ... .. . ... ... — — (338) — — (338)
Total comprehensive income .. ..., ....... ..... — — — — — 43,054
Issuance of common stock pursuant to employee stock
purchase plans and stock options (5,038,924 shares) . . . 50 1,252 — — — 1,302
Nonvested Stock Grants (535,000 shares) .............. 5 845 — (850) — —
Stock option tax benefit ... ... ... .. 0L — 773 — — —_ 773
Issuance of common stock for settlement of contractual
obligations (416,133 shares) ....................... 4 838 — — — 842
Stock based compensation expense ................... 1 72 — 259 — 332
Balance at July 31, 2004 (401.572,283 shares) ............ $4.016 $7300010 § (335 $ (591) $(7.009,785) $293.315
Comprehensive income, net of taxes:
Netincome ........... ... e, — —_ —_ — 26,525 26,525
Other comprehensive income:
Net unrealized holding loss arising during peried .. .. — — (14) — — (14)
Foreign currency translation adjustment arising during
theperiod ........ ... . ... .. ... .. ... — — 2,678 — — 2,678
Minimum pension liability adjustment .., .......... — — (338) — —_ . (338)
Total comprehensive income .. ............. .. . — — — - _ 28,851
Issuance of common stock pursuant to employee stock
purchase plans and stock options (9,490,832 shares) . . .. 95 5,961 — —_ — 6,056
Issuance of common stock for acquisition (68,555,678
shares) ... 685 122,166 - - — 122,851
Assumed or substituted options for acquisition
(12,567,769 shares) . ........... ... ... ... ...... — 15.215 — — - 15,215
Nonvested Stock Grants, net of forfeitures (4,957,990
sharesy ... 50 11,272 — (11,322) — —_
Stock bascd compensation expense ... ................ — - — 5,700 — 5,700
Reversal of Stock optiontax benefit . .. ........... ... .. — (7713) — — — (773)
Balance at July 31, 2005 (484,576,783 shares} ............ 34,846 $7.453,851 $ 1,991 $(6,213) 5(6,983,260) $471,215
Comprehensive income, net of taxes:
Netincome ........... . .. ... ... .. iiii ... — — — - 14,945 14,945
Other comprehensive income:
Net unrealized holding gain arising during period . . . ... — — 2,278 — —-— 2,278
Reclassification adjustment for net realized loss included
inmetincome ................ ... ... ... ... ..., — —_ 83 — — 83
Foreign currency iranslation adjustment arising during
theperiod .......... ... . ... L, — — 1,937 — — 1,937
Total comprehensive income .................... —_ — — — — 19,243
Issuance of common stock pursuant to employee stock
purchase plans and stock options (1,562,307 shares) . . .. 16 1,166 — — — 1,182
Nonvested Stock Grants, net of forfeitures (344,436
shares) ... 3 1,589 — — — 1,592
Stock based compensation expense ................... — 4,825 —_ — — 4,825
Effect of subsidiaries’ eguity transaction .. ............. — {142) — — —_ (142)
Reclassification of deferred compensation upon adoption of
SFASI123(R) . ... o — (6,213) — 6,213 — —
Balance at July 31, 2006 (486,483,526 shares) ............ $4.865 $7455076 5 6,289 $ — $(6,968,315) $497.915

See accompanying notes to consolidated financial statements,
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CMGI, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Years Ended July 31,
2006 2005 2004
Cash flows from operating activities:
[ B0 1T 411 $ 14945 §$ 26,525 $ 86,975
Income (loss) from discontinued Operations ... .........vvertrreniaaaaanrraran. (13,734) 4,157) 245
Income from continuing operations . ............ ... i 28,679 30,682 86,730
Adjustments to reconcile net income to cash provided by (used for) continuing operations:
Depreciation .. ... .. . e e 11,021 9,723 6,483
Amortization of intangible assets ...... ... ... .. L i i 4,824 5,226 —
Stock-based compensation ........... ... i i i e 6,417 5,700 333
Non-cash restructuring charges . ... ... i e 329 158 504
Non-operating (gains) l0SSes, NEt .. ... . .. . i i e (28,006) (5,360) (44,982)
Equity in losses of affiliates, net .. ....... ... ... ... ... ool 49 1,396 2,340
Gamnonsaleof building ........ ... ... .. . (2,749) — —
MINority INterest ... ...ttt i i e it e e e — — {42)
Changes in operating assets and liabilities, excluding effects from acquired and
divested subsidiartes:
Trade accounts receivable . . . ... . e (9,601) (18,949) 1,244
LR o110 o 7 =r: R U 1,567 (21,812) (3,985)
Prepaid expenses and other current assets . ...........cvviiirrrinenne... (523) 1,901 7,759
Accounts payable, accrued restructuring and accrued expenses . ............. 3,591 (2,069) (7,166)
Refundable and accrued income taxes, et . ......c. o ittt i e, 2,076 (21,9213 (70,528
Other assets and Liabilities . ... .. it ittt et e e i e {1,038) 1,553 2,597
Net cash provided by (used for) operating activities of continuing operations . .............. 16,636  (13,772) (18,713)
Cash flows from investing activities of continuing operations:
Additions to property and equipment ... ... ... (16,498) (12,31() (5.259)
Proceeds from the sale of available-for-sale securities . ................ . oot 69 — 79,817
Investment in shOrt-term INVESTMENES . . ...ttt e it i e e a it ees e (94,450) — —
Net proceeds from sale of building . ... . o 2,749 — —
Net cash impact of Modus acquisition, including retirement of Modus’ indebtedness ... .. — (68,073) —
Investments in affiliates . ... oottt it it e e e e e e (6,800) (4,806) (2,097)
Proceeds from affiliate distribDUtIoONS .. ... .o et i e et et 36,484 7,532 444
Cash impact of divestitures of subsidiaries,net ............. ... ... .. ... ... .. 3,000 — 12,155
Net cash provided by (used for) investing activities of continving operations . .............. (75,446) (77,657) 85,060
Cash flows from financing activities of continuing operations:
Repayments of long-termdebt ....... ... ... .. .. . . . . e (1,670) (649 (1,536)
Repayments on capital lease obligations ............ .. ... . i i iiiii (258) (280) —
Repayments of revolving lineof eredit .. .. ... ... .. o i (11,000} — (2,000)
Proceeds from revolving line of credit ..., . ... . .. . . . L 11,000 9,000 13,000
Proceeds from issuance of common stock ......... . . . . i 1,182 6,056 1,301
Net cash provided by (used for) financing activities of continuing operations ............... (746) 14,127 10,765
Cash flows from discontinued operations:
Operating cash flows . ... ... . . e (2,554) 543 {1,233
Investing cash flows ... ... o e (406) (3,526) (946)
Net cash used for discontinued operations . .......... ... .. . i (2,960 (2,983) (2,179
Net effect of exchange rate changes on cash and cashequivalents ..................... ... 1,761 903 —
Net increase (decrease) in cash and cashequivalents ........... ... .ot innna.. (60,755) (79,382) 74,933
Cash and cash equivalents at beginning of year . ........ ... ... ... ... il 192,483 271,865 196,932
Cash and cash equivalents atend of year ........ ... ... .. ittt $131,728 $192,483 $271,865

See accompanying notes to consolidated financial statements.
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CMGI, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(I} NATURE OF OPERATIONS

CMGI, Inc. (together with its consolidated subsidiaries, “CMGI” or the “Company”), through its subsidiary, ModusLink,
provides industry-leading global supply chain management services that help businesses market, sell and distribute their products
and services. In addition, CMGI's venture capital business, @ Ventures, invests in a variety of technology ventures. The Company
previously operated under the name CMG Information Services, Inc. and was incorporated in Delaware in 1986. CMGI’s address
is 1100 Winter Street, Suite 4600, Waltham, Massachusetts 02451,

CMGT’s business strategy in recent years has led to the development, acquisition and operation of majority-owned
subsidiaries focused on supply chain management services, as well as the strategic investment in other companies. The Company
expects to continue to develop and refine its product and service offerings, and to continue to pursue the development or
acquisition of, or the investment in, additional companies and technologies.

On August 2, 2004, CMGI completed its acquisition of Modus Media, Inc., a privately held provider of supply chain
management solutions (“Modus”), which conducted business through its wholly owned subsidiary, Modus Media International,
Inc. CMGI acquired Modus in order to expand the geographic presence of its supply chain management offerings, diversify. its
client base, broaden its product and service offerings and bolster its management team.

Prior to the Modus acquisition, CMGI's supply chain management business was operated by SalesLink LLC (formerly
SalesLink Corporation) and its subsidiary, SL Supply Chain Services International Corp. SalesLink LLC was contributed by CMGI
to ModusLink on August 2, 2004. Thereafter, ModusLink succeeded to SalesLink’s supply chain management business and
SalesLink continued to operate a marketing distribution services business focused on financial services companies. On June 28,
2006, SalesLink’s marketing distribution services business was sold to Automatic Data Processing, Inc. (“ADP"). Management has
determined that this divestiture meets the criteria for discontinued operations accounting in accordance with the provisions of
Statement of Financial Standards (“SFAS”) No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets”. As such,
the operating results of SalesLink have been segregated from continuing operations and have been reported as discontinued
operations in the accompanying balance sheets, statements of operations, cash flows and note 4 of the Consolidated Financial
Statements for all periods presented.

Upon closing of the Modus acquisition, Modus Media International, Inc. was renamed ModusLink Corporation. Through the
formation of ModusLink, CMGI has created a supply chain management market leader with fiscal 2006 revenue of approximately
$1.1 billion, 41 locations in 13 countries (including four locations in Japan operated by an entity in which the Company has a 40%
interest), including a significant presence in Asia and Europe. ModusLink has a widely diversified client base that includes leaders
in the hardware, software, consumer electronics, telecommunications and storage markets.

As used herein, references to SalesLink for periods prior to August 2, 2004 refer to SalesLink Corporation and SL Supply
Chain Services International Corp., which was contributed by CMGI to SalesLink on July 31, 2003, and together comprised the
Company’s supply chain management business prior to the Modus acquisition. References to SalesLink for periods including and
after August 2, 2004 refer to CMGI’s marketing distribution services business. All references to ModusLink include both the
supply chain management and marketing distribution services businesses.

(2y SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation and Presentation

The discussion and analysis of our financial condition and results of operations are based on our Consolidated Financial
Statements, which have been prepared in accordance with accounting principles generally accepted in the United States of
America. The preparation of these financial statements requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the Consolidated Financial
Statements and the reported amounts of revenues and expenses during the reporting period. On an ongoing basis, we evaluate our
estimates, including those related to revenue recognition, inventories, investments, intangible assets, income taxes, restructuring,
impairment of long-lived assets and contingencies and litigation. Of the accounting estimates we routinely make relating to our
critical accounting policies, those estimates made in the process of preparing investment valuations; determining discounted cash
flows for purposes of evaluating goodwill and intangible assets for impairment; determining future lease assumptions related to
restructured facility lease obligations; and establishing income tax liabilities are the estimates most likely to have a material impact
on our financial position and results of operations. The Company bases its estimates on historical experience and on various other
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CMGI, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

assumptions that are believed to be reasonable under the circumstances. However, because these estimates inherently involve
judgments and uncertainties, there can be no assurance that actual results will not differ materially from those estimates.

The Consolidated Financial Statements of the Company include the results of its wholly-owned and majority-owned
subsidiaries. All significant intercompany accounts and transactions have been eliminated in consolidation. The Company accounts
for investments in businesses in which it owns between 20% and 50% of its voting interest using the equity method, if the
Company has the ability to exercise significant influence over the investee company. All other investments for which the Company
does not have the ability to exercise significant influence or for which there is not a readily determinable market value, are
accounted for under the cost method of accounting. Certain amounts for prior periods have been reclassified to conform to current
year presentations.

Revenue Recognition. The Company derives its revenue primarily from the sale of products, supply chain management
services and other services. Revenue is recognized as product is shipped and related services are performed in accordance with ali
applicable revenue recognition criteria.

The Company recognizes revenue when there is persuasive evidence of an arrangement, title and risk of loss have passed,
product is shipped or the services have been rendered, the sales price is fixed or determinable and collection of the related
receivable is reasonably assured. The Company also applies the provisions of the Financial Accounting Standards Board’s
(“FASB™) Emerging Issues Task Force (“EITF”) Issue No. 99-19, “Reporting Revenue Gross as a Principal versus Net as an
Agent.” The Company’s application of EITF 99-19 includes evaluation of the terms of each major client contract relative to a
number of criteria that management considers in making its determination with respect to gross vs. net reporting of revenue for
transactions with its clients. Management’s criteria for making these judgments place particular emphasis on determining the
primary obligor in a transaction and which party bears general inventory risk. The Company records all shipping and handling fees
billed to clients as revenue, and related costs as cost of sales, when incurred, in accordance with EITF 00-10, “Accounting for
Shipping and Handling Fees and Costs.” Certain costs related to the purchase price of products sold, inbound and outbound
shipping charges and packing costs associated with the Company’s eBusiness and Fulfillment segment are classified as cost of
revenue.

The Company also follows the EITF Issue No. 00-21, “Accounting for Revenue Arrangements with Multiple Deliverables”.
This issue addresses determination of whether an arrangement involving more than one deliverable contains more than one unit of
accounting and how the arrangement consideration should be measured and allocated to the separate units of accounting.

For those contracts which contain multiple deliverables, management must first determine whether each service, or
deliverable, meets the separation criteria of EITF 00-21, In general, a deliverable (or a group of deliverables) meets the separation
criteria if the deliverable has standalone value to the client and if there is objective and reliable evidence of the fair value of the
remaining deliverables in the arrangement. Each deliverable that meets the separation criteria is considered a “‘separate unit of
accounting.” Management allocates the total arrangement consideration to each separate unit of accounting based on the relative
fair value of each separate unit of accounting. The amount of arrangement consideration that is allocated to a unit of accounting
that has already been delivered is limited to the amount that is not contingent upon the delivery of another separate unit of
accounting. After the arrangement consideration has been allocated to each separate unit of accounting, management applies the
appropriate revenue recognition methed for each separate unit of accounting as described previously based on the nature of the
arrangement. All deliverables that do not meet the separation criteria of EITF 00-21 are combined into one unit of accounting and
the appropriate revenue recognition method is applied.

Foreign Currency Translation

For entities that do not operate in “highly inflationary” markets, assets and liabilities of international subsidiaries, whose
functional currency is the local currency, are translated at the rates in effect at the balance sheet date. Statement of Operations
amounts are remeasured using an average of exchange rates in effect during the year. Resulting translation adjustments are
recorded in Stockholders’ Equity as a component of “Accumulated other comprehensive income (loss).” Foreign currency
transaction gains and losses are included in “Other gains and (losses), net.” Net foreign currency transaction losses were $2.3
million, $3.1 million and $0.4 million for the years ended July 31, 2006, 2005 and 2004, respectively.

Cash Equivalents and Statement of Cash Flows Supplemental Information

The Company considers all highly liquid investments with original maturities of three months or less to be cash equivalents.
Investments, which generally have maturities between three and twelve months at the time of acquisition, are considered short-term
and classified as available-for-sale.
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As of July 31, 2006, the Company had short-term investments in auction rate securities (“ARS") of approximately $94.5
million. The ARS held by the Company are highly rated municipal bonds and generally have long-term stated maturities of 20 to
30 years. However, these securities have certain economic characteristics of short-term investments due to a rate-setting
mechanism and the ability to liquidate them through a Dutch auction process that occurs on pre-determined intervals of less than
90 days. These investments have an active resale market to ensure liquidity and the ability to readily convert these investments into
cash to fund current operations or satisfy other cash requirements as needed. These ARS are classified as short-term investments on
the accompanying Consolidated Balance Sheets due to management’s intent regarding these securities and are accounted for as
avatlable-for-sale, in accordance with Statement of Financial Accounting Standards (“SFAS™) No. 115 “Accounting for Certain
Investments in Debt and Equity Securities.” As of July 31, 2006, there were no unrealized gains or losses associated with these
investments.

Cash used for operating activities reflect cash payments for interest and income taxes as follows:

Years Ended July 31,
2006 2005 2004
(in thousands)
Cash paid for interest . ... ... $2.950 $1,496 %660
Cash paid for INCOME tAXES .. oo\ttt et e e e e e e e e $1,575  $1935  $831
Common stock issued in settlement of contractual obligation ........................ $ — 5 — $593

Significant non-cash investing activities during fiscal 2006 included the issuance of approximately 0.6 million shares of
nonvested CMGI common stock (valued at approximately $0.9 million) to certain executives and employees of the Company.

During fiscal 2005, significant non-cash activities primarily included the issuance of approximately 68.6 million shares of
CMGI common stock and assumed or substituted options to purchase approximately 12.6 million shares of CMGI common stock
in connection with the acquisition of Modus. The Company also issued approximately 2.5 million shares of nonvested CMGI
common stock (valued at approximately $3.6 million) to certain executives and employees of Modus in connection with the
acquisition, which shares vested in August 2005. In addition, approximately 2.9 million nonvested shares of the Company’s
common stock, valued at approximately $6.8 million, were issued to certain executives and employees of the Company.

During fiscal 2004, significant non-cash activities primarily included the issuance of 0.4 million shares of the Company’s
common stock for the settlement of certain obligations as well as a grant of 0.5 million restricted shares of the Company’s common
stock to certain executives and employees of the Company.

Fair Value of Financial Instruments

The carrying value for cash and cash equivalents, accounts and notes receivable, accounts payable, long-term debt and
revolving line of credit approximates fair value because of the short maturity of these instruments. The carrying value of long-term
debt approximates its fair value, as estimated by using discounted future cash flows based on the Company’s current incremental
borrowing rates for similar types of borrowing arrangements.

Investments

Marketable securities held by the Company, which meet the criteria for classification as available-for-sale are carried at fair
value, net of a market discount to reflect any restrictions on transferability, when applicable. Unrealized holding gains and losses
on securities classified as available-for-sale are carried net of income taxes, when applicable, as a component of “Accumulated
other comprehensive income (loss)” in the Consolidated Statements of Stockholders’ Equity.

The Company maintains interests in several privately held companies primarily through its various venture capital funds. The
Company’s venture capital business (“@ Ventures”) invests in early-stage technology companies. These investments are generally
made in connection with a round of financing with other third-party investors. At July 31, 2006, the Company’s carrying value of
investments in privately held companies was approximately $20.7 million. Investments in which the Company’s interest is less
than 20% and which are not classified as available-for-sale securities are carried at the lower of cost or net realizable value unless it
is determined that the Company exercises significant influence over the investee company, in which case the equity method of
accounting is used. For those investments in which the Company’s voting interest is between 20% and 50%, the equity method of
accounting is generally used. Under this method, the investment balance, originally recorded at cost, is adjusted to recognize the
Company’s share of net earnings or losses of the investee company as they occur, limited to the extent of the Company’s
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investment in, advances to and commitments for the investee. These adjustments are reflected in “Equity in income (losses) of
affiliates, net” in the Company’s Consolidated Statements of Operations.

The Company assesses the need to record impairment losses on its investments and records such losses when the impairment
of an investment is determined to be other than temporary in nature. The process of assessing whether a particular equity
investment’s net realizable value is less than its carrying cost requires a significant amount of judgment. In making this judgment,
the Company carefully considers the investee’s cash position, projected cash flows (both short and long-term), financing needs,
recent financing rounds, most recent valuation data, the current investing environment, management/ownership changes and
competition. This valuation process is based primarily on information that the Company requests from these privately held
companies and is not subject to the same disclosure and audit requirements as the reports required of U.S. public companies. As
such, the reliability and accuracy of the data may vary. Based on the Company’s evaluation, it recorded impairment charges related
to its investments in privately held companies accounted for under the equity method of accounting of $0.6 million, $0.4 million,
and $1.6 million for the fiscal years ended 2006, 2005, and 2004, respectively. These impairment losses are reflected in “Equity in
income (losses) of affiliates, net” in the Company’s Consolidated Statements of Operations.

Estimating the net realizable value of invesiments in privately held early-stage technology companies is inherently subjective
and has contributed to significant volatility in our reported results of operations in the past and it may negatively impact our results
of operation in the future. We may incur additional impairment charges to our equity investments in privately held companies,
which could have an adverse impact on our future results of aperations. A decline in the carrying value of our $20.7 million of
investments in affiliates at July 31, 2006 ranging from 10% to 20%, respectively, would decrease our income from continuing
operations by $2.1 million to $4.1 million.

At the time an equity method investee sells its stock to unrelated parties at a price in excess of its book value, the Company’s
net investment in that affiliate increases. If at that time, the affiliate is not a newly formed, non-operating entity, or a research and
development company, start-up or development stage company, and if there is no question as to the affiliate’s ability to continue in
existence, the Company records the increase as a gain in its Consolidated Statements of Operations. As of July 31, 2006, no such
gains had been recorded related to any @ Ventures investments.

Inventory

Inventories are stated at the lower of cost or market. Cost is primarily determined by the first-in, first-out (“FIFO™) method.

Inventories at July 31 consisted of the following:

2006 2005
(in thousands)
RaW MAterIals . . o . oo e e $48,539  $48,314
WOTK-II-PIOCESS « o oo it et e e e e 1,248 1,172
Finished g0ods ... .. ... i e 28,100 29,203

$77.887  $78,689

Long-Lived Assets, Goodwill and Other Intangible Assets

The Company follows SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” Under SFAS
No. 144, the Company tests certain long-lived assets or group of assets for recoverability whenever events or changes in
circumstances indicate that the Company may not be able to recover the asset’s carrying amount. SFAS No. 144 defines
impatrment as the condition that exists when the carrying amount of a long-lived asset or group exceeds its fair value. When events
or changes in circumstances dictate an impairment review of a long-lived asset or group, the Company evaluates recoverability by
determining whether the undiscounted cash flows expected to result from the use and eventual disposition of that asset or group
cover the carrying value at the evaluation date. If the undiscounted cash flows are not sufficient to cover the carrying value, the
Company measures any impairment loss as the excess of the carrying amount of the long-lived asset or group over its fair value.
Management predominantly uses third party valuation reports in its determination of fair value.

The Company follows SFAS No. 142, “Goodwill and Other Intangible Assets.” SFAS No. 142 requires the Company to
evaluate its existing intangibie assets and goodwill that were acquired in prior purchase business combinations, and to make any
necessary reclassifications in order to conform to the new criteria in SFAS No. 141 for recognition apart from goodwill.
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Accordingly, the Company is required to reassess the useful lives and residual values of all identifiable intangible assets acquired
in purchase business combinations, and make any necessary amortization period adjustments. In addition, to the extent an
intangible asset is then determined to have an indefinite useful life, the Company is required to test the intangible asset for
impairment in accordance with the provisions of SFAS No. 142. The Company’s valuation methodology for assessing impairment
requires management to make judgments and assumptions based on historical experience and projections of future operating
performance. Management predominantly uses third party valuation reports to assist in its determination of the fair vaiue of
reporting units subject to impairment testing. These valuation reports, used to determine the fair value of reporting units for
purposes of impairment testing, rely heavily on projections of future operating performance. The preparation of these projections
takes into consideration both past performance and management’s expectations for future performance based on its experience.
Further, in accordance with the provisions of SFAS No. 142, the Company has designated reporting units for purposes of assessing
goodwill impairment. The standard defines a reporting unit as the lowest level of an entity that is a business and that can be
distinguished, physicaily and operationally and for internal reporting purposes, from the other activities, operations, and assets of
the entity. As of July 31, 2004, based on the provisions of SFAS No. 142, the Company had two reporting units for purposes of
goodwill impairment testing. Upon completion of its acquisition of Modus Media on August 2, 2004, the Company concluded that
it has three reporting units (Americas, Asia and Europe) for purposes of goodwill impairment testing. Additionally, the Company’s
policy is to perform its annual impairment testing for all reporting units in the fourth quarter of each fiscal year. The Company
performed its annual impairment test during the fourth quarter of fiscal 2006 and concluded goodwill was not impaired. At July 31,
2006, the Company’s carrying value of goodwill and other intangible assets totaled $181.2 miltion and $16.5 million, respectively.
The Company operates in highly competitive environments and projections of future operating results and cash flows may vary
significantly from actual results. Future operating results and cash flows from operations are dependent on several factors including
the overall performance of the technology sector, and the market for outsourcing services. The intensity of the competition is
expected to continue to increase and this increased competition may result in price reductions, reduced gross margins and loss of
market share. If cur assumptions regarding our ability to maintain our competitive position in the marketplace or our assumptions
of the future demand for our clients’ products and services used in preparing our valuations of the Company’s reporting units differ
materially from actual future results, the Company may record impairment charges in the future.

Restructuring Expenses

For restructuring plans implemented prior to December 31, 2002, the Company assessed the need to record restructuring
charges in accordance with EITF No. 94-3, “Liability Recognition for Certain Employee Termination Benefits and Other Costs to
Exit an Activity (including Certain Costs Incurred in a Restructuring)”. The Company also applies EITF Issue No. 95-3,
“Recognition of Liabilities in Connection with a Purchase Business Combination™ and Staff Accounting Bulletin (“SAB”) No. 100,
“Restructuring and Impairment Charges.” In accordance with this guidance, management must execute an exit plan that will result
in the incurrence of costs that have no future economic benefit. Also under the terms of EITF 94-3, a liability for the restructuring
charges is recognized in the period management approves the restructuring plan. The Company recerds liabilities that primarily
include the estimated severance and other costs related to employee benefits and certain estimated casts to exit equipment and
facility lease obligations, bandwidth agreements and other service contracts. These estimates are based on the remaining amounts
due under various contractual agreements, adjusted for any anticipated contract cancellation penalty fees or any anticipated or
unanticipated event or changes in circumstances that would reduce these obligations. In the past, certain of our restructuring
estimates relating to contractual obligations have been settled for amounts less than our initial estimates. As of July 31, 2006, the
Company’s accrued restructuring balance totaled $12.2 million, of which remaining contractual obligations represented $10.7
million. These contractual obligations principally represent future obligations under non-cancelable real estate leases.
Restructuring estimates relating to real estate leases involve consideration of a number of factors including: potential sublet rental
rates, estimated vacancy period for the property, brokerage commissions and certain other costs. Estimates relating to potential
sublet rates and expected vacancy periods are most likely to have a material impact on the Company’s results of operations in the
event that actual amounts differ significantly from estimates. These estimates involve judgment and uncertainties, and the
settlement of these liabilities could differ materially from recorded amounts. As such, in the course of making such estimates
management often uses third party real estate experts to assist management in its assessment of the marketplace for purposes of
estimating sublet rates and vacancy periods. A 10% — 20% unfavorable settlement of our remaining restructuring liabilities, as
compared to our current estimates, would decrease our income from continuing operations by $1.2 million to $2.4 million,

In June 2002, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standard
("SFAS”) No. 146, “Accounting for Costs Associated with Exit or Disposal Activities” which addresses financial accounting and
reporting for costs associated with exit or disposal activities and nullifies EITF 94-3. The statement requires companies to
recognize costs associated with exit or disposal activities when they are incurred rather than at the date of a commitment to an exit
or disposal plan. Examples of costs covered by the statement include lease termination costs and certain employee severance costs
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that are associated with a restructuring, discontinued operations, plant closing, or other exit or disposal activity, The provisions of
this Statement have been applied by the Company to exit or disposal activities that were initiated after December 31, 2002,

Property and Equipment

Property and equipment is stated at cost. Depreciation and amortization is provided on the straight-line basis over the
estimated usefut lives of the respective assets. Leasehold improvements are amortized on a straight-line basis over the lesser of the
estimated useful life of the asset or the lease term. The estimated useful lives are as follows:

Buildings .. .. e e 32 years
Machinery & eqUIPImENt . . ... .. . 3 to 5 years
Furniture & fIXIUIeS . . . . . e e e e e e 5107 years
AUIOIODIES o e e e e 5 years
Leasehold improvements . . ... ... .. . e Sto 7 years
Purchased computer software ... ... ... . i i i e 3 to 5 years

Maintenance and repairs are charged to operating expenses as incurred. Major renewals and betterments are added to property
and equipment accounts at cost.

Income Taxes

Income taxes are accounted for under the provisions of SFAS No. 109, “Accounting for Income Taxes,” using the asset and
liability method whereby deferred tax assets and liabilities are recognized for the estimated future tax consequences attributable to
differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases.
Deferred tax assets and liabilities are measured using enacted tax rates in effect for the year in which those temporary differences
are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in
income in the period that includes the enactment date. SFAS No. 109 also requires that the deferred tax assets be reduced by a
valuation allowance, if based on the weight of available evidence, it is more likely than not that some portion or all of the recorded
deferred tax assets will not be realized in future periods. This methodology requires estimates and judgments in the determination
of the recoverability of deferred tax assets and in the calculation of certain tax liabilities. At July 31, 2006 and 2005, respectively, a
full valuation allowance has been recorded against the gross deferred tax asset since management believes that after considering all
the available objective evidence, both positive and negative, historical and prospective, with greater weight given to historical
evidence, it is more likely than not that these assets will not be realized. In each reporting period, we evaluate the adequacy of our
valuation allowance on our deferred tax assets. In the future, if the Company is able to demonstrate a consistent trend of pre-tax
income, then at that time management may reduce its valuation allowance, accordingly. The Company’s net operating loss
carryforwards for federal and state purposes total $2.0 billion and $2.1 billion, respectively, at July 31, 2006. A 5% reduction in the
Company’s current valuation allowance on these federal and state net operating loss carryforwards would result in an income tax
benefit of approximately $40.0 million,

In addition, the calculation of the Company’s tax liabilities involves dealing with uncertainties in the application of complex
tax regulations in several tax jurisdictions. The Company is periodically reviewed by domestic and foreign tax authorities
regarding the amount of taxes due. These reviews include questions regarding the timing and amount of deductions and the
allocation of income among various tax jurisdictions. In evaluating the exposure associated with various filing positions, we record
estimated reserves for probable exposures. Based on our evaluation of current tax positions, the Company believes it has
appropriately accrued for exposures.

Earnings (Loss) Per Share

The Company calculates earnings per share in accordance with SFAS No. 128, “Earnings per Share”. Basic eamings per share
is computed based on the weighted average number of common shares outstanding during the period. The dilutive effect of
common stock equivalents are included in the calculation of diluted earnings per share only when the effect of their inclusion
would be dilutive. Approximately 3.3 million and 8.3 million weighted average common stock equivalents were included in the
denominator in the calculation of dilutive earnings per share for the year ended July 31, 2006 and 20035, respectively.
Approximately 7.3 million and 4.1 million common stock equivalent shares and approximately 0.8 million and 0.4 million
nonvested shares were excluded from the denominator in the diluted earnings per share calculation for the year ended July 31, 2006
and 2005, respectively, as their inclusion would have been antidilutive. Approximately 5.1 million weighted average common
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stock equivalents were included in the denominator in the calculation of dilutive earnings per share for the year ended July 31,
2004, Approximately 6.3 million outstanding options were excluded from the denominator in the diluted earnings per share
calculation for the year ended July 31, 2004 as their inclusion would be antidilutive.

Stock-Based Compensation Plans

On August 1, 2005, the Company adopted SFAS No. 123 (revised 2004), “Share-Based Payment,” {“SFAS No. 123(R)")
which requires the measurement and recognition of compensation expense for all stock-based payment awards made to employees
and directors including employee stock options and employee stock purchases based on estimated fair values. In March 2005, the
Securities and Exchange Commission issued Staff Accounting Bulletin No. 107 (“SAB 107”) relating to SFAS No. 123(R). The
Company has applied the provisions of SAB 107 in its adoption of SFAS No. 123(R).

SFAS No. 123(R) requires companies to estimate the fair value of stock-based payment awards on the date of grant using an
option-pricing model. The value of the portion of the award that is ultimately expected to vest is recognized as expense over the
requisite service periods in the Company’s Consolidated Statement of Operations. SFAS No. 123(R) supersedes the Company’s
previous accounting under the provisions of SFAS No. 123, “Accounting for Stock-Based Compensation.” As permitted by SFAS
No. 123, the Company measured options, granted prior to August 1, 2005, as compensation cost in accordance with Accounting
Principles Board Opinion (“APB”) No. 25, “Accounting for Stock Issued to Employees™ and related interpretations. Accordingly,
110 accounting recognition is given to stock options granted at fair market value until they are exercised. Upon exercise, net
proceeds, including tax benefits realized, are credited to equity.

The Company adopted SFAS No. 123(R) using the modified prospective transition method, which requires the application of
the accounting standard as of August 1, 2005, the first day of the Company’s fiscal year 2006. In accordance with the modified
prospeciive transition method, the Company’s Consolidated Financial Statements for prior periods have not been restated to reflect,
and do not include, the impact of SFAS No. 123(R). Stock-based compensation expense recognized under SFAS No. 123(R) for
the fiscal year ended July 31, 2006 consisted of stock-based compensation expense related to employee stock options and
employee stock purchases of approximately $5.2 million, excluding approximately $1.2 million of stock-based compensation for
nonvested stock. There was no stock-based compensation expense related to employee stock options and employee stock purchases
recognized during the fiscal year ended July 31, 2005.

Stock-based compensation expense recognized during the period is based on the value of the portion of stock-based payment
awards that is ultimately expected to vest during the period. Stock-based compensation expense recognized in the Company’s
Consolidated Statement of Operations for the fiscal year ended July 31, 2006 included compensation expense for stock-based
payment awards granted prior to, but not yet vested as of July 31, 2005 based on the grant date fair value estimated in accordance
with the pro forma provisions of SFAS No. 123 and compensation expense for the stock-based payment awards granted subsequent
to July 31, 2005 based on the grant date fair value estimated in accordance with the provisions of SFAS No. 123(R). As stock-
based compensation expense recognized in the Consolidated Statement of Operations for the fiscal year ended July 31, 2006 is
based on awards ultimately expected to vest, it has been reduced for estimated forfeitures. SFAS No. 123(R) requires forfeitures to
be estimated at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates. In
the Company’s pro forma information required under SFAS No. 123 for the periods prior to August 1, 2005, the Company
established estimates for forfeitures.

Upon adoption of SFAS No. 123(R), the Company also changed its method of valuation for stock-based awards granted after
August 1, 2005 to a binomial-lattice option-pricing model (“binomial-lattice model”™) from the Black-Scholes option-pricing model
(“Black-Scholes model”) which was previously used for the Company’s pro forma information required under SFAS No. 123, The
Company believes that the binomial-lattice model is a more accurate model for valuing employee stock options since it better
reflects the impact of stock price changes on option exercise behavior. The Company uses third party analyses to assist in
developing the assumptions used in its binomial-lattice model and the resulting fair value used to record compensation expense.
The Company’s determination of fair value of stock-based payment awards on the date of grant using an option-pricing model is
affected by the Company’s stock price as well as assumptions regarding a number of highly complex and subjective variables.
These variables include, but are not limited to the Company’s expected stock price volatility over the term of the awards, and
actual and projected employee stock option exercise behaviors. Any changes in these assumptions may materially affect the
estimated fair value of the stock-based award. A 10% increase in the volatility used for determining the fair value of the options
granted during the fiscal year ended July 31, 2006 would have resulted in an approximately $0.5 million increase in the total
estimated stock-based compensation for these options,
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Diversification of Risk

Sales to two clients within the Company’s eBusiness and Fulfillment segment, Hewlett-Packard and Kodak, accounted for
approximately 30% and 11%, respectively, of our consolidated net revenue for the fiscal year ended July 31, 2006. Sales to one
client, Hewlett-Packard, accounted for approximately 36% and 74% of consolidated net revenue for fiscal years 2005 and 2004,
respectively. During fiscal year 2006, five clients, including Hewlett-Packard, accounted for approximately 60% of the Company’s
net revenues. Accounts receivable from these clients amounted to approximately 45% and 44% of total trade accounts receivable at
July 31, 2006 and 20085, respectively.

Financial instruments, which potentially subject the Company to concentrations of credit risk are cash equivalents,
available-for-sale securities, short-term investments, accounts receivable, and long-term debt. The Company’s cash equivalent and
short-term investment portfolio is diversified and consists primarily of short-term investment grade securities. To reduce risk, the
Company performs ongoing credit evaluations of its clients’ financial condition. The Company generally does not require collateral
on accounts receivable,

Derivative Instruments and Hedging Activities

The Company enters into forward currency exchange contracts to manage exposures (o certain foreign currencies. The fair
value of the Company’s foreign currency exchange contracts is estimated based on the foreign exchange rates as of July 31, 2006.
The Company’s policy is not to allow the use of derivatives for trading or speculative purposes. At July 31, 2006, the notional
value of the Company’s foreign currency exchange contracts was to sell 20.0 million Euro and 18.6 million Czechoslovakian
Koruna and to buy 1.0 billion Hungarian Forints and 21.5 million U.S. Dollars,

The Company believes that its forward currency exchange contracts economically function as effective hedges of the
underlying exposures, however the foreign currency contracts do not meet the specific criteria for hedge accounting defined in
SFAS No. 133, thus requiring the Company to record all changes in the fair value of these contracts in earnings in the period of the
change. During the period ended July 31, 2006, the Company recorded an unrealized loss of $35,831 as a result of fair value
changes on its outstanding forward currency exchange contracts. This unrealized loss has been included in “Other gains (losses),
net” in the Company’s Consolidated Statement of Operations.

Recent Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 158, “ Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans™ an amendment of FASB Statements No. 87, 88, 106, and 132 (R) (“SFAS 158”). SFAS 158 requires an
employer to recognize the over-funded or under-funded status of a defined benefit postretirement plan (other than a multiemployer
plan} as an asset or liability in its statement of financial position and to recognize changes in that funded status in the year in which
the changes occur through comprehensive income. SFAS 158 also requires the measurement of defined benefit plan assets and
obligations as of the date of the employer’s fiscal year-end statement of financial position (with limited exceptions). Under SFAS
158, the Company will be required to recognize the funded status of its defined benefit postretirement plan and to provide the
required disclosures commencing as of July 31, 2007. The Company is currently evaluating the impact, if any that SFAS 158 will
have on its consolidated financial position results of operations or financial position.

In September 2006, the United States Securities and Exchange Commission (“SEC”) SAB No. 108, “Considering the Effects
of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements.” This SAB provides guidance
on the consideration of the effects of prior year misstatements in quantifying current year misstatements for the purpose of a
materiality assessment. SAB 108 establishes an approach that requires quantification of financial statement errors based on the
effects of each of the company’s balance sheet and statement of operations financial statements and the related financial statement
disclosures. The SAB permits existing public companies to record the cumulative effect of initially applying this approach in the
first year ending after November 15, 2006 by recording the necessary correcting adjustments to the carrying values of assets and
liabilities as of the beginning of that year with the offsetting adjustment recorded to the opening balance of retained earnings.
Additionally, the use of the cumulative effect transition method requires detailed disclosure of the nature and amount of each
individual error being corrected through the cumulative adjustment and how and when it arose. The Company is currently
evaluating the impact, if any, that SAB 108 may have on the Company’s results of operations or financial position.

In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes-an interpretation of

FASB Statement No. 109.” This Interpretation prescribes a recognition threshold and measurement attribute for the financial
statement recognition and measurement of a tax position taken or expected to be taken in a tax return. This Interpretation also
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provides guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and transition,
The Interpretation is effective for fiscal years beginning after December 15, 2006 and the Company is currently evaluating the
impact, if any, that FASB No. 48 may have on the Company’s results of operations or financial position,

In March 2006, the FASB issued EITF 06-03, “How Taxes Collected from Customers and Remitted to Governmental
Authorities Should Be Presented in the Income Statement (That is, Gross versus Net Presentation)” that clarifies how a company
discloses its recording of taxes collected that are imposed on revenue producing activities. EITF 06-03 is effective for the first
interim reporting period beginning after December 15, 2006. The Company is evaluating the impact, if any, that EITF 06-03 may
have on the Company’s results of operations or financial position; which will be adopted beginning the second quarter of fiscal
2007.

In February 2006, the FASB issued SFAS No. 155, “Accounting for Certain Hybrid Financial Instruments—an Amendment of
FASB Statements No. 133 and 140”. SFAS 155 allows financial instruments that contain an embedded derivative and that
otherwise would require bifurcation to be accounted for as a whele on a fair value basis, at the holders’ election. SFAS 155 also
clarifies and amends certain other provisions of SFAS 133 and SFAS 140. SFAS 155 is effective beginning fiscal 2008. The
adoption of SFAS 155 is not expected to have an effect on the Company’s results of operations or financial position.

In November 2005, the FASB issued FSP FAS123(R)-3, Transition Election to Accounting for the Tax Effects of Share-Based
Payment Awards. This FSP requires an entity to follow either the transition guidance for the additional-paid-in-capital pool as
prescribed in SFAS No. 123(R), Share-Based Payment , or the alternative transition method as described in the FSP. An entity that
adopts SFAS No. 123(R)} vsing the modified prospective application may make a one-time election to adopt the transition method
described in this FSP. An entity may take up to one year from the later of its initial adoption of SFAS No. 123(R) or the effective
date of this FSP to evaluate its available transition alternatives and make its one-time election. This FSP became effective in
November 2005. The Company is evaluating the impact, if any, that the FSP may have on the Company’s results of operations or
financial position.

In May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error Corrections” which replaces APB Opinion
No. 20 “Accounting Changes” and SFAS No. 3, “Reporting Accounting Changes in Interim Financial Statements—An
Amendment of APB Opinion No. 28.” SFAS No. 154 requires retrospective application to prior periods’ financial statements of a
voluntary change in accounting principal unless it is not practicable. SFAS No. 154 is effective for accounting changes and
corrections of errors made in fiscal years beginning after December 15, 2005 and is required to be adepted by the Company in the
first quarter of fiscal 2007. Although the Company will continue to evaluate the application of SFAS No. 154, management does
not currently believe adoption will have a material impact on the Company’s results of operations or financial position.

(3) SEGMENT INFORMATION

Based on the information provided to the Company’s chief operating decision-maker (“CODM”) for purposes of making
decisions about allocating resources and assessing performance, prior to August 2, 2004, the Company reported one operating
segment, eBusiness and Fulfillment, which included the results of operations of the Company’s SalesLink subsidiary which, at that
time, operated the Company’s supply chain management business.

On August 2, 2004, CMGI completed its acquisition of Modus. As a result of this acquisition, the Company modified its
organizational structure to closely resemble the operating model historically used by Modus. This operating structure is aligned
along the Americas, Asia, and Europe regions. Each of these regions has designated management teams with direct responsibility
over the operations of the respective regions. Accordingly, the Company’s CODM now focuses primarily on regional information
and analysis for purposes of making decisions about allocating resources and assessing performance. As a result, the Company
currently reports three operating segments, Americas, Asia, and Evrope. Historical segment information has been reclassified to
conform to the current reporting structure,

In addition to its three current operating segments, the Company reports an Other category. The Other category represents
corporate expenses consisting primarily of directors and officers insurance costs, costs associated with maintaining certain of the
Company’s information technology systems and certain corporate administrative functions such as legal and finance, as well as
certain administrative costs related to the Company’s venture capital business. The Other category also consists of any residual
results from operations, that exist through the cessation of operations of Equilibrium, CMGI Solutions, MyWay, iCast, NaviPath,
ExchangePath, and Activate, each of which have been divested or substantially wound down, as these entities do not meet the
aggregation criteria under SFAS No. 131 with respect to the Company’s current reporting segments. The Other category’s balance
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sheet information includes certain cash equivalents, available-for-sale securities, investments and other assets, which are not
identifiable to the operations of the Company’s operating business segments.

Management evaluates segment performance based on segment net revenue, operating income (loss) and “Non-GAAP
operating income (loss)”, which is defined as the operating income/(loss) excluding net charges related to depreciation, long-lived
assel impairment, restructuring, and amortization of intangible assets and stock-based compensation. The Company believes that
its Non-GAAP measure of operating income/(loss) provides investors with a useful supplemental measure of the Company’s
operating performance by excluding the impact of non-cash charges and restructuring activities. Each of the excluded items
(depreciation, long-lived asset impairment, amortization of intangible assets and stock-based compensation and restructuring) were
excluded because they may be considered to be of a non-operational nature. Historically, the Company has recorded significant
impairment and restructuring charges and therefore management uses Non-GAAP operating income/{loss) to assist in evaluating
the performance of the Company’s core operations. Non-GAAP operating income/(loss) does not have any standardized definition
and therefore is unlikely to be comparable 10 similar measures presented by other reporting companies. These Non-GAAP results
should not be evaluated in isolation of, or as a substitute for, the Company’s financial results prepared in accordance with US
GAAP.

Sales to two clients within the Company’s eBusiness and Fulfillment segment, Hewlett-Packard and Kodak, accounted for
approximately 30% and 11%, respectively, of our consolidated net revenue for the fiscal year ended July 31, 2006. A significant
portion of our annual volume of Kodak sales in fiscal 2006 was concentrated during the first half of our fiscal year in support of
seasonality based demand for Kodak’s consumer products during the holiday season, Sales to one client, Hewleti-Packard,
accounted for 36% and 74% of our consolidated revenue for the fiscal years ended July 31, 2005 and 2004, respectively.

International revenues accounted for approximately 60%, 60% and 47% of total revenues for fiscal years 2006, 2005 and
2004, respectively. Our international operations subject us to exposure to foreign currency fluctuations. Revenues and related
expenses generated from our international segments are generally denominated in the functional currencies of the local countries.
Primary currencies include Euros, Singapore Dollars, British Pounds, Czech Koruna, Hungarian Forints, Chinese Yuan Renminbi
and Taiwan Dollars. The income statements of our international operations are translated into U.S. dollars at the average exchange
rates in each applicable period. To the extent the U.S. dollar weakens against foreign currencies, the translation of these foreign
currency denominated transactions results in increased revenues and operating expenses for our Asia and Europe segments.
Similarly, our revenues and operating expenses will decrease for our Asia and Europe segments when the U.S. dollar strengthens
against foreign currencies.
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Summarized financial information of the Company’s continuing operations by segment is as follows:

Years Ended July 31,
2606 2005 2004
{in thousands)
Net revenue:

eBusiness and Fulfillment

AMETICAS oo $ 479,093 $ 433,147 $194,623

A L e 245,624 212,595 33,053

Burope . .o 424,169 407,681 153,025

Total eBusiness and Fulfillment ... ....... .. ... s, 1,148,886 1,053,423 380,701

Oher . — 84 614

$1,148,886 $1,053,507 $381,315

Operating income (loss):
eBusiness and Fulfillment

AMCIICAS o ottt et e e e e e e $ 18,049 $ 51 % (5,782)

- ] 19,018 23,173 (1,295)
BUTOPE . . e (19,996) 1,520 2,837
Total eBusiness and Fulfillment .......... ..ot 17,071 24,744 (4,240)

OtReT o e (16,486) (16,975 (20,966)

$ 585 % 7,769 $(252006)

Non-GAAP operating income (loss):
eBusiness and Fulfillment

AETICAS . o $ 25882 3% 11,526 $ 2,702
A L e 26,179 30418 (1,191}
BUurope o e (7,161) 7,523 3,011
Total eBusiness and Fulfillment .. ........ ... .. ... .. . .. . ... 44,900 49,467 4522
Other . o (12,532) 15,791y (17,020)
$ 32368 $ 33,676 $(12498)
Non-GAAP Operating income (1088) . ..ottt e e e e e $ 32368 $§ 33,676 $(12,498)
Adjustments:
D PreCialion . o e (11,021) (9,723) (6,771)
Amortization of intangible @ssets .. ... ... e (4.824) (5,226) —
Stock-based compensation ... ... .. ... ... e 6417 (5,700) (333
Restructuring, Met .. ... .. e (9.521) (5,258) (5,604)
GAAP Operating income (10SS) .. ...ttt ot it e e $ 585 $ 7,769 $(25.206)
OLher INCOME (EXPENSE) - . ...ttt e e e et 31,874 2,980 42,404
Income tax {benefit) expense .. ... ... ... e 3,780 (19,933) (69,532)
Income (loss) from discontinued Operations . ....... ... ... it iinninans (13,734) 4,157 245
Net InCome (J085) ...t e e $§ 14945 § 26,525 $ 86.975
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July 31,

2006 2005
(in thousands)

Total asscts of continuing operations:
cBusiness and Fulfillment

N3 1= 3 (o 1< S $239,387 $236,459
AT 204,164 188,738
BUTOPE .« o e e e e 177,049 160,699
Total eBusiness and Fulfillment . ... ... ... . .. . . e 620,600 585,896

713 < 140,641 127,876

$761,241 3713772

As of July 31, 2006 approximately 47%, 36% and 17% of the Company’s long-lived assets were located in the United States,
Asia and Europe, respectively. As of July 31, 2005 approximately 48%. 36% and 16% of the Company’s long-lived assets were
located in the United States, Asia and Europe, respectively. As of July 31, 2004, approximately 99% of the Company’s long-lived
assets were located in the United States.

(4) DISCONTINUED OPERATIONS AND DIVESTITURES

For the year ended July 31, 2006, the Company recorded a loss from discontinued operations of approximately $13.7 million
primarily related to the discontinued operations and sale of the Company’s marketing distribution services business, SalesLink, to
Automatic Data Processing, Inc. (“ADP"}, During the second quarter ended January 31, 2006, CMGI’s Board of Directors
authorized the divestiture of SalesLink, and as a result the operations of SalesLink were ciassified in the Company’s financial
staterments as discontinued operations. This business unit had previously been included within the Company’s Americas reporting
segment. The $13.7 million loss from discontinued operations is comprised of net operating charges of $9.6 million and a $1.5
million loss on sale of SalesLink to ADP. The Company also recorded a $2.6 million impairment charge to a previously recorded
loss on sale of Tallan for an other than temporary decline in the carrying value of a note receivable and warrant. The net operating
charges include revenues of $13.3 million, expenses of $14.6 million, a charge of $5.6 million for unutilized facility and equipment
leases and a non-cash charge of $2.7 million for the write down of goodwill.

For the year ended July 31, 2005, the Company recorded a loss from discontinued operations of approximately $4.2 million.
The $2.1 million of operating loss from discontinued operations is composed of revenues of $16.3 million and total operating
expenscs of $18.4 million as a result of the sale of the Company’s marketing distribution services business unit, SalesLink, in fiscal
2006. The remaining $2.0 million is attributable to the settlement of litigation brought against the Company by the Official
Committee of Unsecured Creditors of Engage, Inc.

For the year ended July 31, 2004, the Company recorded income from discontinued operations of $0.2 million. The $0.2
million of operating income from discontinued operations is composed of revenues of $16.1 million and total operating expenses of
$14.6 million as a result of the sale of the Company’s marketing distribution services business, SalesL.ink, in fiscal 2006. This
income from discontinued operations was offset by residual costs associated with the discontinued operations of AltaVista,

Yesmail and uBid subsequent to divestiture of approximately $1.3 million.
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For all periods presented, the results of operations of NaviSite, Engage, AltaVista, Yesmail, uBid, Tall4n, ProvisionSoft and
the marketing distributions services business of SalesLink have been accounted for within discontinued operations. Summarized
financial information for the discontinued operations of the Company are as follows:

Years Ended July 31,

2006 2005 2004
(in thousands)
Results of operations:
Nelrevenues ... ..o $ 13,267 $16253 $16,107
Total eXPenses . .. ... e (22,861) (18,363) (15,862)
Net income (loss) from discontinued operations ............................ (9,594) (2,110 245
Adjustment tolossonsaleof Engage . ..............oiiiiiniinnnn.. R — (2,047) —
Adjustment tolossonsaleof Tallan .. .......... ... ... ... ... .. ..., (2,585) — —
Lossonsale of SalesLink .. ...ttt e (1,555) — —_
Net income (loss) from discontinued operations ............... 0., $(13,739) $ 4,157) § 245
July 31,
2006 2005

{in thousands)
Financial position:

L0y (o 1T $1962 §$2912
OhEr A58 . . oo e 16 5,000
Current LHabilities . ... ..o e (4,775)  (2,576)
Non-current Habilities ... ... 4,122) (98)
Net assets (liabilities) of discontinued operations . .. ... ... ...ttt $(6,2919) $ 5,238

(5} PROPERTY AND EQUIPMENT

Property and equipment consists of the following:

July 31,
2006 2005
(in thousands)

BUildings ..o e $18290 $17,368
Machinery and equipment . .. ... e 22,360 17,047
Leasehold improvements . ... ... ..ottt 6,731 6,925
SO W ANE . . e 10,247 17,338
e L 14,195 9,556

$ 71,823 68,734
Less: Accumulated depreciation and amortization .. .........v et i e (25,803) (28,155)
Net property and equipment . ... .. e $46,020 % 40,579

The Company recorded depreciation expense of $11.0 million and $9.7 million during fiscal 2006 and 2005, respectively.
Depreciation expense within the Americas, Europe and Asia regions was approximately $3.3 million, $3.6 million and $4.1
million, respectively, for fiscal 2006 and approximately $3.5 million, $3.1 miltion and $3.1 million, respectively, for fiscal 2005.

(6) GOODWILL AND INTANGIBLE ASSETS

The purchase price of the assets acquired and the liabilities assumed in a business combination is subject to an allocation
period in accordance with SFAS 141, “Business Combinations.” In connection with the Modus acquisition, the allocation period
for all adjustments other than those related o tax loss carryforwards and contingencies expired during the quarter ended
October 31, 2005, while the allocation period for tax adjustments wilt still remain open in accordance with SFAS 109, “Accounting
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for Income Taxes.” During the fiscal year ended July 31, 2006, total after-tax purchase accounting adjustments of $4.0 million
were recorded, of which $3.9 million related to the restructuring of a facility in Europe, $0.4 million related to the elimination of
redundant positions in the Americas, $0.2 million related to an asset write-down in Europe, $2.0 miilion related to tax adjustments,
and deferred tax adjustments of ($2.5) million primarily related to a true-up of a previously recorded tax liability in Asia and the
Americas.

The carrying amount of goodwill as of July 31, 2006 is as follows:

Americas Europe Asia Total
(in thousands)
Balanceas of July 31,2005 .. ... ... .. .. .. . . .. 377,764 326960 $72,526 $177,250
Adjustments to goodwill from acquisition of Modus ................ 861 3,783 {655) 3,989
Balance asof July 31,2006 . ... ... ... .. e 378,625  $30,743  $71,871  $181,239

The changes in the carrying amount of goodwiil and intangible assets for the fiscal year ended July 31, 2006 are as follows:

Client Developed Trade
Goodwill Relationships  Technology  Names Total
(in thousands)
Balanceasof July 31,2005 . ... ... $177,250 $17,576 $2332 31,456 $198.614
Adjustments to goodwill and other intangible assets from the
acquisitionof Modus . .. .. ... . e 3,989 — — — 3,989

Netcarryingamount . ......... i i it i 181,239 17,576 2,332 1,456 202,603

AMOrtization eXPense . ...... ...t i e — (2,924) (1,168) (732) (4,824)
Balance as of July 31,2006 . ... ... .. .o $181,239 $14,652 $1.164 % 724 $197,779

Of the $26.6 million of acquired identifiable intangible assets, $20.5 million was assigned to client relationships (estimated
useful life of 7 years), $3.5 million was assigned to developed technology (estimated useful life of 3 years), and $2.2 million was
assigned to trade names (estimated useful life of 3 years). Goodwill represents the excess of the purchase price over the fair value
of the net 1angible and intangible assets acquired and is not deductible for tax purposes. Goodwill will not be amortized and will be
tested for impairment, at least annually.

Amortization of intangible assets for the years ended July 31, 2006, 2005 and 2004, respectively, consisted of the following;

Years Ended July 31,
2006 2005 2004
(in thousands)
Amortization of intangible assets . ... .. ... .. 54,824  $5,226 $—
ot . 34,824  $5,226 33—

The amortization of intangible assets for the fiscal year ended July 31, 2006 and 2005 would have been primarily allocated to
selling expenses had the Company recorded the expenses within the functional operating expense categories.

The estimated future aggregate amortization expense for purchased intangible assets as of July 31, 2006, is as follows:

Fiscal Year Amount
(in thousands)
2007 e $4,825
2008 L $2,929
2000 $2,929
20 e e $2,929
7 $2.929
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(7) RESTRUCTURING

The Company’s restructuring initiatives during fiscal 2006, 2005 and 2004 involved strategic decisions to exit certain
businesses and to reposition certain on-going businesses of the Company. Restructuring charges consisted primarily of contract
terminations, severance charges and facility and equipment charges incurred as a result of the cessation of operations of certain
subsidiaries and actions taken at several remaining subsidiaries to increase operational efficiencies, improve margins, and further
reduce expenses. Severance charges included employee termination costs as a result of workforce reductions, The contract
terminations primarily consisted of costs to exit facility and equipment leases, including leasehold improvements, and to terminate
bandwidth and other vendor contracts. The Company also recorded charges related to operating leases with no future economic
benefit to the Company as a result of the abandenment of unutilized facilities.

The following tables summarize the activity in the restructuring accrual for fiscal 2006, 2005 and 2004:

Employee
Related  Contractual Asset
Expenses  Obligations  TImpairments Total

(in thousands)

Accrued restructuring balance at July 31,2003 .. ... ... ... . ... ... .. $153 $ 18,611 5 — $ 20,146
Restructuring charges ... ... o o 447 1,387 504 2,338
Restructuring adjustments ... ... ... .. . i e — 3,266 — 3,266
Cashpaid ... ..o (1,680) (8,175) — (9,861}
Non-cash charges . ... ... . — (244) (504) (748)
Accrued restructuring balance at July 31,2004 ... ... ... ... ... ... .. .. $ 296 514,845 $— $ 15,141
Restructuring lizbility assumed in conjunction with the Modus acquisition . . . . .. 954 1,927 _— 2,881
Restructuring accrual—Modus acquisition . ....... ... 4,433 9,131 — 13,564
Restructuring charges .. .. o 2,495 3,261 158 5,914
Restructuring adjustments . ... ... e e (16) (92) (548) {656)
Cashopaid .. ..., (6,753) (11,318) 548 (17,523)
Non-cash charges . ... ... . . . . — — {158) (158)
Accrued restructuring balance at July 31,2005 .. ... ... ... . ... $1,409 $17,754 $— $ 19,163
Restructuring accrual—Modus acquisition ... ........ .. ... ... .. 3,504 773 —_ 4277
Restructuring charges .. ... .. . . 5,602 3,622 329 9,553
Restructuring adjustments .. .. ... .. 347 315 — (32)
Cash paid . .. .. (8.647) (11,786) — (20,433)
Non-cash Charges . ... . . — — (329) (329)
Accrued restructuring balance at July 31,2006 ........ ... ... . ... ... ....... 51,521 510,678 $— 312,199

It is expected that the payments of employee-related expenses will be substantially completed by December 31, 2006. The
remaining contractual obligations primarily relate to facility lease obligations for vacant space resulting from the previous
restructuring activities of the Company, and excess plant capacity relating to the Company's Modus acquisition on August 2, 2004,
The Company anticipates that all contractual obligations resulting from the previous restructuring activities will be paid or settled
by May 2012.

The net restructuring charges for the fiscal years ended July 31, 2006, 2005 and 2004 would have been allocated as follows
had the Company recorded the expense and adjustments within the functionai department of the restructured activities:

Years Ended July 31,
2006 2005 2004
(in thousands)
Costofrevenue . . ... . $4,930 $3,315 $2,981
Selling . oo 686 182 —
General and administrative . ... ... . .o 3,905 1,761 2,623

$9,521  $5,258  $5.604
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During the fiscal year ended July 31, 2006, the Company recorded net restructuring charges of approximately $9.5 million.
These charges consisted of approximately $5.3 million relating to a workforce reduction of 146 employees, primarily due to the
elimination of redundant positions in Europe related to the Company’s hub and spoke initiative, and in the Americas related to the
reorganization of certain operational and sales activities. In addition, the Company recorded approximately $3.9 million of
restructuring charges related to certain contractual obligations and real estate leases in connection with the consolidation of two
facilities in the Netherlands and the closure of facilities in Ireland and Scotland as part of the Company’s efforts to continue to
drive lower costs and operating efficiencies, as well as approximately $0.3 million relating to the impairment of certain assets no
longer in service.

In addition, during the three months ended October 31, 2003, the Company accrued a purchase accounting adjustment to
goodwill of approximately $4.4 million for restructuring activities related to the acquisition of Modus. These restructuring
activities occurred in the Americas ($0.4 million) and Europe ($3.9 million), respectively. The restructuring in the Americas was
employee severance related to the elimination of redundant positions. The restructuring in Europe primarily related to the closure
of a plant in Scotland and consists of approximately $3.1 million of severance for 130 employees and $0.8 million relating to
unoccupied facilities for which the Company expects to realize no future economic benefit.

During the fiscal year ended July 31, 2005, the Company recorded net restructuring charges of approximately $5.3 million.
These charges consist of approximately $2.5 million related to a workforce reduction of 135 employees, approximately $3.3
million relating to unutilized facilities for which the Company expects to realize no future economic benefit and approximately
$0.1 million relating to the impairment of certain assets no longer in service. In addition, the Company recorded adjustments of
approximately $0.1 million to previously recorded restructuring estimates for facility lease obligations primarily based on changes
to the underlying assumptions regarding the estimated length of time required to sublease each vacant space and the expected rent
recovery rates. The Company also recorded an adjustment of approximately $0.5 million as the result of a gain on the sale of
previously impaired assets.

In conjunction with the acquisition of Modus, the Company assumed approximately $2.9 million of Modus restructuring
liabilities. In addition, during the fiscal year ended July 31, 2005, the Company accrued approximately $13.6 million of
restructuring charges in connection with the Company’s Modus acquisition. These assumed and accrued charges totaled $6.4
million, $9.6 million and $0.5 million in the Americas, Europe and Asia regions, respectively, and primarily relate to the
elimination of excess plant capacity and redundant infrastructure in those regions.

During the fiscal year ended July 31, 2004, the Company recorded net restructuring charges of approximately $5.6 million.
The restructuring charges primarily reflect adjustments of approximately $1.8 million at iCast and $2.9 million at SalesLink to
previously recorded restructuring estimates for facility lease obligations primarily based on changes to the underlying assumptions
regarding the estimated length of time required to sublease cach vacant space and the expected rent recovery rates. These charges
were partially offset by a $0.9 million reduction to a previously recorded restructuring estimate for a facility lease obligation that
the Company settled for an amount less than originally estimated. During the fiscal year ended July 31, 2004, the Company also
recorded a $0.6 mitlion charge related to a hosting services contract that the Company is no longer utilizing, as it represented
excess capacity. The reduction in hosting scrvices required to support the business is primarily the result of the divestiture of
several subsidiaries in fiscal 2003. During the fiscal year ended July 31, 2004, the Company also recorded a charge of $0.4 million
related to a workforce reduction of 42 employees, a charge of $0.5 million to write-off certain software and hardware related assets
no longer being utilized by the Company, and a $0.5 million charge related to equipment and facility lease obligations under which
the Company expects to realize no {uture economic benefit.

(8) @VENTURES INVESTMENTS

The Company’s first venture capital fund, CMG@ Ventures I was formed in April 1995. The Company owns 100% of the
capital and is entitled to approximately 77.5% of the cumulative net profits of CMG@ Ventures I. The Company completed its
$35.0 million commitment to this fund during fiscal year 1997. The Company’s second venture capital fund, CMG@ Ventures 11,
was formed during fiscal year 1997. The Company owns 100% of the capital and is entitled to approximately 80% of cumulative
net profits of CMG@ Ventures I1. The remaining interest in these investments are attributed to profit members, including the
Company’s former Chairman. The Company is responsible for all operating expenses of CMG@ Ventures 1. CMG @ Ventures [ and
1T did not invest in any companies during fiscal years 2006, 2005 and 2004. During fiscal year 2006, CMG @ Ventures II received
distributions of approximately $21.2 million. CMG @ Ventures | was dissolved on July 31, 2006.

In fiscal year 1999, CMGI formed the @ Ventures 111 venture capital fund (@ Ventures IT1 Fund”}. The @ Ventures 111 Fund
secured capital commitments from outside investors and CMGI 1o be invested in emerging Internet service and technology
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companies. The @ Ventures 11l Fund consists of four entities, which co-invest in each investment made by the @ Ventures Il Fund.
Approximately 78% of each investment made by the @ Ventures I1I Fund is made by two entities: @ Ventures III, L.P. and
@Ventures Foreign Fund II1, L.P. CMGI does not have a direct ownership interest in either of these entities, but CMGI is entitled
to approximately (1% of the capital of each entity as a result of its ownership of an approximately 10% interest in the general
partner of each of such entities, @ Ventures Partners, 11, LLC (“@ Ventures Pariners 11I"). The Cormpany has committed 10
contribute up to $56.0 million 1o its Jimited liability company subsidiary, CMG@ Ventures 111, equal to 19.9% of total amounts
committed to the @ Ventures 111 Fund, of which approximately $53.8 million has been funded as of July 31, 2006. CMGI owns
100% of the capital and is entitled to approximately 80% of the cumulative net capitat gains realized by CMG@ Ventures IIL.
@Ventures Partners Hl is entitled to the remaining 20% of the net capital gains realized by CMG@ Ventures I11. The remaining 2%
invested in each @Ventures 111 Fund investment is provided by a fourth entity, @ Ventures Investors, LLC, in which CMGI has no
interest. The Company’'s former Chairman has an individual ownership interest in @ Ventures Investors and, as a member of
@Ventures Partners I11, is entitled to a portion of net gains distributed to @ Ventures Partners III. CMG @ Ventures I did not
invest in any companies during fiscal years 2006, 2005 and 2004.

During fiscal year 2000, CMGI formed an expansion fund to the @ Ventures III Fund to provide follow-on financing to
existing @Venture 11l Fund investee companies pursuant to which CMGI’s total commitment increased by $38.2 million through
its limited liability company subsidiary CMG @ Ventures Expansion, LLC. In fiscal year 2002 this amount was reduced to $20.1
million, of which $16.8 million has been funded as of July 31, 2006. The @ Ventures Expansion Fund has a structure that is
substantially identical to the @ Ventures III Fund, and CMGI’s interests in this fund are comparable to its interests in the
@Ventures 11l Fund. CMG@ Ventures Expansion did not invest in any companies during fiscal years 2004 and 2005. During fiscal
year 2006, CMG@ Ventures Expansion invested approximately $0.1 million in one company.

Also during fiscal year 2000, CMGI announced the formation of three new venture capital funds: CMGI@ Ventures 1V, LLC
("CMGI@Ventures 1V”), CMGI @Ventures B2B, LLC (the “B2B Fund”) and CMGI @ Ventures Technology Fund, LLC (the
“Tech Fund”™). CMGl owns 100% of the capital dnd is entitled to a percentage (ranging from approximately 80% to approximately
92.5%) of the net capital gains realized by CMGI@ Ventures IV, the B2B Fund and the Tech Fund. During fiscal year 2001, the
B2B Fund and Tech Fund were merged with and into CMGI@ Ventures IV, creating a single evergreen fund. During fiscal year
2004, CMGI @Ventures 1V invested $2.1 million in two companies and received distributions of approximately $0.4 million.
During fiscal year 2005, CMGI@ Ventures IV invested $0.7 million in one company and received distributions of approximately
$6.4 million. During fiscal year 2006, CMGI @ Ventures [V invested $0.3 million in one company and received distributions of
approximately $15.2 million.

During fiscal year 2004, CMGI formed a new venture capital fund: @ Ventures V, LLC. CMGI owns 100% of the capital and
is entitled to approximately 92% of the capital gains realized by @ Ventures V, LLC. During fiscal year 2004, @ Ventures V, LLC
did not make any investments. During fiscal year 2005, @ Ventures V, LLC invested approximately $4.1 million in two companies.
During fiscal year 2006, @ Ventures V, LLC invested approximately $6.4 million in one new company and two existing porifolio
companies.

As of July 31, 2006, the Company, through @Ventures, held investments in 15 portfolio companies. From time to time, the

Company may make new and follow-on venture capital investments and may from time to time receive distributions from investee
companies. As of July 31, 2006, the Company was not obligated to fund any new or follow-on investments.
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As of fiscal year ended July 31, 2006, the Company did not have an equity method investment in which the Company’s
proportionate share exceeded 10% of the Company’s consolidated assets or income/(loss) from continuing operations. For the
years ended July 31, 2005 and 2004, summarized financial information for one equity method investment in which the Company’s
proportionate share of the investee company exceeded 10% of the Company's consolidated assets or income/(ioss) from continuing
operations, in accordance with the provisions of Rules 4-08 (g) of Regulation $-X, was as follows:

Year Ended Year Ended
July 31, 2005 July 31, 2004
(Unaudited) (in thousands) {in thousands)
ReVenUE . . $ 4,041 $ 1,684
Gross Profit ..o $ 3,861 $ 723
Loss from conlinuing operations . . ... ... .. ... .ttt e e $(8,761) $(9,099)
Nt 088 o o $(8,761}) $(2,099)
July 31, 2005
(Unaudited) {in thousands}
CUITENL ASSBIS . . oLttt e e e e e e $10,839
NOT-CUTTENE ASSBIS . . . .o ottt et et e e et e e e e e e e e e $ 1,860
Current Habililies . . ... .. et e e e $ 3,726
Non-current liabilities . .. .. ..o e $ 952
Redeemable preferred stOCK ... ... . e e $52.259
(9) OTHER GAINS (LOSSES), NET
The following schedule reflects the components of *Other gains (losses), net”:
Years Ended July 31,
2006 2005 2004
(in thousands)
Gain (loss) on sales of marketable securities . ... ... ....... ... .. . ... $ B3 $ — $44.543
Loss on impairment of marketable securities .......... ... ... . ... ... ... ... — — 27
Gain on sales of investments in affiliates ........... ... .. ... . . ... 27,798 5,157 —
Foreign exchange losses . ... ... .. . . (2,294)  (3,139) (405)
Gainonsalesof building .. ... ... . i 2,749 — —
Other, Nl . oo 348 596 871

$28,518  $2614 $44,982

During fiscal year 2006, the Company sold its remaining 0.1 million shares of NaviSite, Inc. for a loss of approximately $0.1
million. Also, during fiscal year 2006, the Company recorded a gain of approximately $19.4 million as a result of the acquisition of
Web CT Inc. by a third party, a gain of approximately $3.2 million as a result of the acquisition of Realm Business Solutions Inc.
by a third party, and a gain of approximately $4.6 million as a result of the acquisition of Alibris, Inc. by a third party. Web CT
Inc., Realm Business Solutions Inc. and Alibris, Inc. were all @ Ventures portfolio companies. The Company also recorded an
adjustment of approximately $0.5 million to increase a previously recorded gain as a result of the acquisition of Molecular Inc. (an
@Ventures portfolio company), due to the release of funds held in escrow. The Company may receive up to $7.9 million of
additional proceeds, depending on the satisfaction of certain earn-out targels over the next year, termination of the indemnification
period, and the release of the shareholder escrow. During the fiscal year 2006, the Company incurred foreign exchange losses of
approximately $2.3 million. These foreign exchange losses related primarily to unhedged foreign currency exposures in Asia. The
Company has operations in various countries throughout the world and its operating results and financial position can be affected
by significant fluctuations in foreign currency exchange rates. The Company has historically used derivative financial instruments,
principally foreign currency exchange contracts, to manage the exposure that results from such fluctuations, and the Company
expects to continue such practice. The Company also recognized a gain of approximately $2.7 million on the sale of a building in
Ireland. The Company has certain foreign exchange exposures in Asta, related primarily to intercompany Ioans denominated in
United States Dollars (USD) to certain of the Company’s subsidiaries outside that region, which the Company has not historically
hedged. The Company is currently evaluating risk management strategies 1o minimize this exposure in the future.
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During the fiscal year 2005, the Company recorded a $4.5 miilion gain as a result of the acquisition by a third party of one of
CMGI @ Venures IV, LLC’s portfolio companies, Molecular. As a result of the transaction, the Company received proceeds of
$6.1 million. At the time of the sale, the Company may receive up to $3.6 million of additionai proceeds, depending on the
satisfaction of certain earn-out targets over the two years subsequent to the transaction, termination of the indemnification period,
and the release of the shareholder escrow. The Company also realized a gain of $0.6 million associated with the acquisition by a
third party of one of CMG @ Ventures 111, LLC’s portfolio investments, Classsnates Online, Ine. by United Onling in December
2004. Additionally, the Company incurred foreign exchange losses of approximately $3.1 million. These foreign exchange losses
related primarily to unhedged foreign currency exposures in Asia.

During the fiscal year 2004, the Company sold marketable securities for total proceeds of approximately $79.8 million and
recorded net pre-tax gains of approximately $44.5 million on these sales. The shares sold during fiscal year 2004 consisted of
approximately 0.2 million shares of NaviSite, Inc. common stock for total proceeds of approximately $1.0 million, approximately
1.0 million shares of Loudeye Corp. (formerly Loudeye Technologies, Inc.) common stock sold for proceeds of approximately $2.4
million, approximately 3.2 million shares of Overture Services, Inc. common stock sold by the Company’s AltaVista subsidiary for
total proceeds of approximately $75.4 million and approximately 0.2 million shares of Primus Knowledge Solutions common stock
for proceeds of approximately $1.0 million. During the fiscal year 2004, the Company incurred foreign exchange losses of
approximately $0.4 million.

(10) BORROWING ARRANGEMENTS

On July 31, 2004, SalesLink replaced its outstanding bank facilities with a new Loan and Security Agreement (the “Loan
Agreement”). The Loan Agreement provided a revolving credit facility not to exceed $30.0 million. CMGI was a guarantor of all
indebtedness under the Loan Agreement. Interest on the revolving credit facility was based on Prime or LIBOR rates plus 1.75%.
Advances under the credit facility could be in the form of loans or letters of credit. On December 31, 2004, the Loan Agreement
was replaced with a new loan agreement to, among other things, include ModusLink as a borrower, On June 30, 2005, the
scheduled maturity date, the loan was extended to September 30, 2005. On September 30, 2005, the scheduled loan maturity date,
ModusLink and its lender agreed to extend the Loan Agreement one month to facilitate the finalization of a new revolving bank
credit facility.

On Gcetober 31, 2005, ModusLink entered into a new revolving credit agreement (the “New Loan Agreement™) with a bank
syndicate. The New Loan Agreement is a three-year $60.0 million revolving credit facility, with a scheduled maturity of
October 31, 2008. Advances under the New Loan Agreement may be in the form of loans or letters of credit. Qutstanding
borrowings under the former Loan Agreement have been assumed by the New Loan Agreement such that at July 31, 2006,
approximately $24.8 million of borrowings were outstanding under the facility, and approximately $45,000 had been reserved in
support of outstanding letters of credit. Interest on the revolving credit facility is based on Prime or LIBOR plus an applicable
margin (ranging from 1.25 — 1.75%). The effective interest rate was 6.75% and 5.24% at July 31, 2006 and 2005, respectively. The
New Loan Agreement is secured by all assets of ModusLink and includes certain restrictive financial covenants, all of which
ModusLink was in compliance with at July 31, 2006. These covenants include balance sheet leverage, liquidity and profitability
measures and restrictions that Jimit the ability of ModusLink, among other things, to merge, acquire or sell assets without prior
approval from the lenders. CMGI is not a guarantor under the New Loan Agreement,

Maturities of long-term debt are approximated as follows: 2007, $0.4 million, 2008, $0.4 million, and 2009, $25.0 million.
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Long-term debt and the revolving line of credit consist of the following:

July 31,
2006 2005
(in thousands)

Revolving line of credit payable to a bank issued by ModusLink .. ......... ... ... .. 0. $24,786  $24,785
Mortgage arrangement to a bank issued by ModusLink . ... ... ... ... o oo il — 1,549
Obligations under capital leases . .. ... ... .. .. 869 1,127
8 1 1T 98 219

25,753 27,680
Less: Current POrtion . .. ... ot e 386 26,759

$25,367 § 921

(11) COMMITMENTS AND CONTINGENCIES

The Company leases facilities and certain other machinery and equipment under various non-cancelable operating leases and
executory contracts expiring through June 2020, Future minimum payments including restructuring related obligations as of
July 31, 2006 are as follows:

Other
Operating Contractual
Leases Stadium Obligations Total

(in thousands)

For the fiscal years ended July 31:

2007 e $21,186  § 2,400 § 472 $24,058
2008 e e e 18,088 1,600 440 - 20,128
2000 e 14,284 1,600 170 16,054
2L e e 10,880 1,600 — 12,480
1220 1 5,516 1,600 — 7,116
Thereafler ... .. e 2,338 6,400 — 8,738

$72,292 515,200 £1,082 588,574

Total future minimum lease payments have been reduced by future minimum sublease rentals of approximately $1.1 million.

Total rent and equipment lease expense charged 1o continuing operations was approximately $21.3 million, $21.1 million and
$6.4 million for the years ended July 31, 2006, 2005 and 2004, respectively.

In August 2000, the Company announced it had acquired the exclusive naming and sponsorship rights to the New England
Patriots” new stadium, for a period of fifteen years. In August 2002, the Company finalized an agreement with the owner of the
stadium to amend the sponsorship agreement. Under the terms of the amended agreement, the Company relinquished the stadium
naming rights and remains obligated for a series of annual payments of $1.6 million per year through 2015. The Company applied
a discount rate to the future payment stream to reflect the present value of its obligation on the Consolidated Balance Sheet.

From time to time, the Company guaraniees certain indebtedness obligations of its subsidiary companies, limited to the
borrowings from financial institutions and purchase commitments to certain vendors, These guarantees require that in the event
that the subsidiary cannot satisfy its obligations with certain of its financial institutions and vendors, the Company will be required
to settle the obligation.

From time to time, the Company agrees to provide indemnification to its clients in the ordinary course of business. Typically,
the Company agrees to indemnify its clients for losses caused by the Company including with respect to certain inteilectual
property, such as databases, software masters, certificates of authenticity and similar valuable intellectual property. As of July 31,
2006, the Company had no recorded liabilities with respect to these arrangements.

As of July 31, 2006, the Company had guarantees related to a facility lease of a former subsidiary and guarantees of
indebtedness totaling approximately $0.6 million. Subsequent to July 31, 2006, this former subsidiary amended its facility lease to
extend the lease term through November 2016 with cumulative base rent of approximately $16.9 million. The Company is
currently evaluating the effect of this extension on this guaranty.
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The Company is also a party to other litigation, which it considers routine and incidental to its business. Management does not
expect the results of any of such routine and incidental matters to have a material adverse effect on the Company’s business, results
of operation or financial condition.

(12) EMPLOYEE STOCK BENEFIT PLANS
Employee Stock Purchase Plan

On October 4, 1994, the Board of Directors of the Company adopted the 1995 Employee Stock Purchase Plan (the “Plan™).
The purpose of the Plan is to provide a method whereby all eligible employees of the Company and its subsidiaries may acquire an
equity interest in the Company through the purchase of shares of common stock. Under the Plan, employees may purchase the
Company’s common stock through payroll deductions at an option price equal to 85% of the fair market value of the Company’s
common stock on either the first business day or last business day of the applicable quarterly period, whichever is lower. During
fiscal year 2002, the Plan was amended to increase the aggregate number of shares to 3.0 million, During the fiscal year ended
July 31, 2006 and 2005, the Company issued approximately 206,000 and 220,000 shares, respectively, under the Plan. As of
July 31, 2006, approximately 766,000 shares were available for issuance under the Plan.

Stock Option Plans

The Company currently awards stock options under four plans: the 2004 Stock Incentive Plan (the “2004 Plan”), the 2002
Non-Officer Employee Stock Incentive Plan (the “2002 Plan™), the 2000 Stock Incentive Plan (the “2000 Plan™) and the 2005
Non-Employee Director Plan (the 2005 Plan™). Options granted under the 2004 Plan, 2002 Plan and the 2000 Plan are generally
exercisable as to 25% of the shares underlying the options beginning one year after the date of grant, with the option being
exercisable as to the remaining shares in equal monthly installments over the next three years. Stock options granted under these
plans have contractual terms of seven years. The Company may also grant awards other than stock options under the 2004 Plan,
2002 Plan and 2000 Plan,

In December 2005, at the Company’s Annual Meeting of Stockholders, the stockholders of the Company approved the 2005
Plan, pursuant to which the Company grants non-qualified stock options to certain members of the Board of Directors. The 2005
Plan replaced the Company’s Amended and Restated 1999 Stock Option Plan For Non-Employee Directors (“1999 Plan™). No
additional options will be granted under the 1999 Plan; however, all then-outstanding options under the 1999 Plan shall remain in
effect in accordance with their respective terms. The 1999 Plan, approved in fiscal year 2000, replaced the Company’s 1995
Director’s Plan. No options under the 1995 Director’s Plan remain outstanding. Pursuant to the 1999 Plan, 2,000,000 shares of the
Company’s common stock were initially reserved for issuance. Up to 2,000,000 shares of common stock may be issued pursuant to
awards granted under the 2005 Plan (subject to adjustment in the event of stock splits and other similar events). The 2005 Plan
provides that each eligible director will automaticalty be granted an option to acquire 200,000 shares of Common Stock (the
“Initial Option™) upon election to the Board. Each director who ceases to be an Affiliated Director (as defined in the 2005 Plan)
and is not otherwise an employee of the Company or any of its subsidiaries or affiliates will be granted, on the date such director
ceases to be an Affiliated Director but remains as a member of the Board of Directors, an Initial Option o acquire 200,000 shares
of Common Stock under the plan. Each Initial Option will vest and become exercisable as to 1/36th of the number of shares of
Commeon Stock originally subject to the option on each monthly anniversary of the date of grant, provided that the optionee serves
as a director on such monthly anniversary date. On the date of each annual meeting of stockholders of the Company, each eligible
director who is both serving as director immediately prior to and immediately following such annual meeting, and who has served
on the Board for at least six months, will automatically be granted an option to purchase 24,000 shares of Common Stock (an
“Annual Option™). Each Annual Option will vest and become exercisable on a monthly basis as to 1/36th of the number of shares
originally subject to the option on each monthly anniversary of the date of grant, provided that the optionee serves as a director on
such monthly anniversary date. Stock options granted under the 2005 Plan have contractual terms of 10 years. Outstanding options
under the 2003 Plan at July 31, 2006 expire through April 2016.

In December 2004, at the Company’s Annual Meeting of Stockholders, the stockholders of the Company approved the 2004
Plan pursuant to which the Company may grant stock options, stock appreciation rights, restricted stock awards and other equity-
based awards for the purchase of up to an aggregate of 15,000,000 shares of common stock of the Company (subject to adjustment
in the event of stock splits and other similar events). The maximum number of shares with respect to which stock options may be
granted to any one participant under the 2004 Plan may not exceed 6,000,000 shares per calendar year. The maximum number of
shares with respect to which awards other than stock options and stock appreciation rights may be granted under the 2004 Plan is
5,000,000 shares. Outstanding options under the 2004 Plan at July 31, 2006 expire through 2013.
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In March 2002, the Board of Directors adopted the 2002 Plan, pursuant to which 4,150,000 shares of common stock were
reserved for issuance (subject to adjustment in the event of stock splits and other similar events). In May 2002, the Board of
Directors approved an amendment to the 2002 Plan in which the total shares available under the plan were increased to 19,150,000.
Under the 2002 Plan, non-statutory stock options or restricted stock awards may be granted to the Company’s or its subsidiaries’
employees, other than those who are also officers or directors, as defined. The Board of Directors administers this plan, approves
the individuals to whom options will be granted, and determines the number of shares and exercise price of each option.
Outstanding options under the 2002 Plan at July 31, 2006 expire through 2013.

In October 2000, the Board of Directors adopted the 2000 Plan, pursuant to which 15,500,000 shares of common stock were
reserved for issuance (subject 1o adjustment in the event of stock splits and other similar events). Under the 2000 Plan,
non-qualified stock options, incentive stock options or restricted stock awards may be granted to the Company’s or its subsidiaries’
employees, consultants, advisors or directors, as defined. The Board of Directors administers this plan, approves the individuals to
whom options will be granted, and determines the number of shares and exercise price of each option. Qutstanding options under
the 2000 Plan at July 31, 2006 expire through 2012.

Stock Option Valuation and Expense Information under SFAS No. [23(R)

On August 1, 2005, the Company adopted SFAS No. 123(R}, which requires the measurement and recognition of
compensation expense for all share-based payment awards made to the Company’s employees and directors including employee
stock options and employee stock purchases based on estimated fair values. The following table summarizes stock-based
compensation expense related to employee stock options, employee stock purchases and nonvested shares under SFAS No. 123(R)
for the fiscal year ended July 31, 2006 which was allocated as follows:

For the Fiscal
Year Ended
July 31, 2006

(in thousands)
Costof goods sold .« .. $ 544
Y| T 666
General and administrative .. ... ... . e e e 5,207

$6.417

Prior to fiscal year 2003, the Company used the Black-Scholes option pricing model to estimate the grant date fair value of
stock option awards. For grants subsequent to the adoption of SFAS No. 123(R), the Company estimates the fair value of stock
option awards on the date of grant using a binomial-lattice model developed by outside consultants who worked with the Company
in the implementation of SFAS No. 123(R). The Company believes that the binomial-lattice model is a more accurate mode! for
valuing employee stock options since it better reflects the impact of stock price changes on option exercise behavior. The use of a
binomial-lattice model requires the use of extensive actual employee exercise behavior data and the use of a number of complex
assumptions including expected volatility, risk-free interest rate and expected term. The weighted-average estimated fair value of
employee stock options granted during the fiscal year ended July 31, 2006 was $0.96 per share, using the binomial-lattice model
with the following weighted-average assumptions:

For the Fiscal

Year Ended

July 31, 2006
Expected volatility . ... o 79.45%
Risk-free Interest rate . . .. .. ... 4.37%
Expected term (in YEars) . ..ottt i e e s 4.25

The volatility assumption is based on the weighted average for the most recent one-year and long term volatility measures of
the Company’s stock as well as certain of the Company’s peers. Prior to August 1, 2003, the Company had used its historical stock
price volatility in accordance with SFAS No. 123 for purposes of its pro forma information.

The risk-free interest rate assumption is based upon the interpolation of various U.S. Treasury rates, as of the month of the
grants.
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The expected term of employee stock options represents the weighted-average period the stock options are expected to remain
outstanding and is a derived output of the binomial-lattice model. The determination of the expected term of employee stock
options assumes that employees’ exercise behavior is a function of the option’s remaining vested life and the extent to which the
option is in-the-money. The binomial-lattice model estimates the probability of exercise as a function of these two variables based
on the entire history of exercises and cancellations on all past option grants made by the Company. The expected term generated by
these probabilities reflects actual and anticipated exercise behavior of options granted historically,

As stock-based compensation expense recognized in the Consolidated Statement of Operations for the fiscal year ended
July 31, 2006 is based on awards ultimately expected to vest, it has been reduced for estimated forfeitures. SFAS No. 123(R)
requires forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ
from those estimates. Forfeilures were estimated based partially on historical experience. In the Company’s pro forma information
required under SFAS No. 123 for the periods prior to August 1, 2005, the Company established estimates for forfeitures.

Stock Options
The status of the plans during the fiscal year ended July 31, 2006 is as follows:

Weighted
Number average
of shares exercise price

{in thousands,
except exercise price}

Stock options outstanding, July 31,2003 . ... ... ... ... 20,976 $11.83
Granted ... 2,192 1.63
Exercised ... o (4,966) 0.24
Forfeited . ... (1,686) 16.50

Stock options outstanding, July 31,2004 ... .. ... 16,516 $13.56
Granted . ... 7,622 1.13
ASSUMEd L 12,568 1.03
EXercised . ..o (9,239) 0.62
Forfeited .. ... (8,011) 26.10

Stock options outstanding, July 31, 2005 . .. .. 19,456 $1.71
Granted . ... 4,888 1.56
BXercised ..o {1,338) 0.69
Forfeited ... (5,996) |.88

Stock options outstanding, July 31,2006 .. ... .. .. . 17,010 $ 1.69

Stock options exercisable, July 31,2006 ... ... ... ... . 9,061 5 1.88

As of July 31, 2006, unrecognized stock-based compensation related to stock options was approximately $7.6 million. This
cost is expected to be expensed over a weighted average period of 2.1 years. The aggregate intrinsic value and weighted average
remaining contractual life of stock options outstanding as of July 31, 2006 is approximately $1.1 million and 4.9 years,
respectively. The aggregate intrinsic value and weighted average remaining contractual life of stock options exercisable as of
July 31, 2006 is approximately $1.0 million and 4.0 years, respectively. The aggregate intrinsic value of options exercised during
the fiscal year ended July 31, 2006 is approximately $1.0 million.
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The following table summarizes information about the Company’s stock options outstanding at July 31, 2006:

Outstanding Exercisable
Weighted
average Weighted Weighted
remaining average average
Number contractual  exercise Number exercise
Range of exercise prices of shares life price of shares price
{number of shares in thousands)
SO00-81.00 .. . 2,115 Slyears $ 052 1966 § 051
B LOI=82.50 . . 13,619 5.0 1.49 5843 1.49
N B T 1 1,218 3.7 390 1,194 3.92
B 01-825.00 .. ... e 10 1.3 23.24 10 23.24
B25.01-850.00 ... 38 1.4 30.13 38 30.13
B50.01-8150.00 . .. ... e e e 10 35 132.44 __LQ 132.44
17010 49ycars $ 169 9061 § 188

Nonvested Stock

Nonvested stock are shares of Common Stock that are subject to restrictions on wransfer and risk of forfeiture until the
fulfillment of specified conditions. In connection with the adoption of SFAS No. 123(R) on August 1, 2005, the Company
reclassified approximately $6.2 million of recorded deferred compensation related to unamortized nonvested stock to additional
paid-in capital. Nonvested stock is expensed ratably over the term of the restriction period, ranging from one (o five years.
Nonvested stock compensation expense for the fiscal year ended July 31, 2006 and 2005 is approximately $1.2 million. and $4.8

million, respectively.

A summary of the status of our nonvested stock for the fiscal year ended July 31, 2006, is as follows:

Weighted average
grant date
fair value

Number
of shares
(in thousands)
Nonvested stock outstanding, July 31,2003 ... ... ... . oo ol —
Granted ... e 5361
Nonvested stock outstanding, July 31,2004 ... .. ... . .. il 561
Oraned . .. e e e 5,400
VEsted L e (600
Forfeited . ... . . (486)
Nonvested stock outstanding, July 31,2005 ........ ... .. .. oo 4815
Granted . ... e e L 25
5 1= (2.,600)
Forfeited . ... (780)
Nonvested stock outstanding, July 31,2006 ...... . .. .. ... ... .. ... 2,560

& —
.59

$1.59

1.01
i.10
.84

$1.55

i.65
1.23
1.46

$i.95

The fair value of nonvested shares is determined based on market price of the Company’s common stock on the grant date.
The total grant date fair value of nonvested stock that vested during the fiscal year ended July 31, 2006 was approximately $4.8
million. As of July 31, 2006, there was approximately $4.3 million of total unrecognized compensation cost related to nonvested

stock to be recognized over a weighted-average period of 2.7 years.
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Pro Forma Information under SFAS No. 123

Pro forma information regarding the effect on net income and income per share if the Company had applied the fair value
recognition provisions of SFAS No. 123 for the fiscal year ended July 31, 2005 and 2004 is as follows:

For the Fiscal For the Fiscal
Year Ended Year Ended
July 31, 2005 July 31, 2004

(in thousands,
except per share amounts)

Nelincome ... e $ 26,525 $ 86,975
Deduct: Total stock-based employee compensation expense determined under fair value

based method for all awards . .. .. ... ... . . . . (23,581) (91,916)
Add: Total stock-based employee compensation expense included in reported net

INCOMME .o 5,700 333
Proformanetincome ... ... ...t $ 8,644 $ (4,608)
Earnings per share:
Basic-—as reported . ... ... L £ 006 $ 022
Basic—pro forma . ... .. ., $ 002 $ $ 001
Diluted—as reported . ... $ 006 $ 022
Diluted—pro forma . ... ... .. $ 002 $ $ (0.01)

The fair value of each stock option award is estimated on the date of grant using the Black-Scholes option-pricing model with
the following weighted average assumptions:
For the Fiscal For the Fiscal

Year Ended Year Ended
July 31, 2005 July 31, 2004

Risk-free interest rate ... ... ... ... ... i i 3.5% 2.8%
Expected dividend yield . ... ... . .o 0.0% 0.0%
Expected volatility .. ... ... . i e 71.2% 100.1%
Expected term {years} . ... ... 4.2 47
Weighted average fair value of options granted during the period .................... $0.96 $ L19

(13} INCOME TAXES
Income from continuing operations:

Years Ended july 31,
2006 2005 2004
(in thousands)

Income (loss} from continuing operations before income taxes:

L $29.334  $(13,592) $16,658
BOTEign . 3,i25 24 341 540
Total income from continuing operations before income taxes ............................. $32,459 $ 10,749 $17,198

The components of income tax expense (benefit) have been recorded in the Company’s financial statements as follows:

Years Ended July 31,
2006 2005 2004
(in thousands)

Income tax expense (benefit) ... ... ... e $3,780 $(19.933) $(69,532)
Discontinued OPerations . . .. ... ... . e e e, (120) — (122)
Goodwill, for initial recognition of acquired tax benefits that previously were included in valuation

AlloWaNCE .. (716) — —
Compensation expense for tax purposes in excess of amounts recognized for financial reporting

purposes charged directly to stockholders’ equity . ............ .. .. ... ... ... ... ... ... .. — 773 (173)
Total income tax expense (benefit) . ...ttt e e e e $2,944 $(19,160) $(70,427)
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The income tax expense (benefit) from continuing operations consists of the following:

Current  Deferred Total

{in thousands)

July 31, 2004:

Federal . ... . L — $— 5§ —
] | {70,134y — (70,134)
FOrGIZM 602 e 602

$(69,532) $— $(69,532)

July 31, 2005:

Federal ..o $ — $— : —

A L L {22,972y — (22,972)

BOreign 2,787 252 3,039
3(20,185) $252  $(19,933)

July 31, 2006:

Federal . ... $ 460 $— $ 460

N 1< (44 — (1,441)

BTN o e, 3,937 824 4,761

$ 2956 $824 $ 3,780

Deferred income tax assets and liabilities have been classitied on the accompanying Consolidated Balance Sheets in
accordance with the nature of the item giving rise to the temporary differences. The net deferred tax liability is included in other
long-term liabilities on the accompanying Consolidated Balance Sheet. The components of deferred tax assets and liabilities are as
follows:

July 31, 2006 July 31, 2005
Current  Non-current Total Current Non-current Total

{in thousands)
Deferred tax assets:

Accrualsandreserves ........ ... . e $8697 $ 12505 $§ 21,202 $ 6222 §% 7,044 % 13,266
Tax basis in excess of financial basis of

available-for-sale securities .................... — — — 6,250 — 6,250
Tax basis in excess of financial basis of investments in

affiliates _ ... .. L. — 54,939 54,939 — 70,095 70,095
Net operating loss and capital loss carryforwards . . . . . — 1,465,968 1,465,608 - 1,455,495 1,455,495
Total gross deferred tax assets ... ..o, . 8,697 1,533,412 1,542,109 12,472 1,532,634 1,545,106
Less: valuation allowance ....................... (8,697y (1,518,315) (1,527,012) (12,472) (1,514,170) (1,526,642)
Net deferred tax assets . ... ...t nrrenennn. — 15,097 15,097 — 18,464 18,464

Deferred tax liabilities:
Financial basis in excess of tax basis for intangible

assets and fixed assets ......... .. ... eeeaa — (7,286) (7,286) — (8,911) (8,911)
Undistributed accumulated earnings of foreign
subsidiaries ... ...... ... . . . — (10,219) (10,219) — (12,926) (12,926}
Total gross deferred tax liabilities ................... — (17,505) (17,505) — (21,837) (21,837
Net deferred tax liability .......................... $ — % (2,409) $ (2409) $§ — % (3,373) § (3,373
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Subsequently reported tax benefits relating to the valuation allowance for deferred tax assets as of July 31, 2006 will be
allocated as follows:

(in thousands)

Income tax benefit recognized in the Consolidated Statement of Qperations . ............... $(1,499,051)
Additional paid incapital .. ... (15,649
Goodwill and other non-current intangible assets ............ ... .. o i i (12,312)

$(1,527,012)

The net change in the total valuation allowance for the year ended July 31, 2006 was an increase of approximately
$0.4 million. A full valuation allowance has been recorded against the gross deferred tax asset since management believes that after
considering all the available objective evidence, both positive and negative, historical and prospective, with greater weight given to
historical evidence, it is more likely than not that these assets will not be realized.

The Company’s ModusLink subsidiary has obtained five-year tax holidays for certain of its solution centers in China. These
lax holidays were obtained by Modus prior to its acquisition by the Company and remain in effect throughout various dates ending
December 2008. These tax holidays are structured such that tax rates are 0% for the first two profitable years and 7.5% for the
three year period thereafier. It is expected that in the future, the Chinese government may introduce a unified rate of approximately
25%-27% for domestic and foreign companies and possibly eliminate tax holidays entirely. However, ModusLink’s current tax
holidays are expected to remain in effect through the scheduled expiration dates.

The Company has net operating loss carryforwards for federal and state tax purposes of approximately $2.0 billion and $2.1
billion, respectively, at July 31, 2006. The federal net operating losses will expire from 2016 through 2024 and the state net
operating losses will expire from 2006 through 2015. The Company has a foreign net operating loss carryforward of approximately
$65.2 miltion. In addition, the Company has capital loss carryforwards for federal and state tax purposes of approximately $1.7
billion. The federal and state capital losses will begin to expire in 2007. The utilization of net operating losses and capital losses
may be limited in the future if the Company experiences an ownership change as defined by Internal Revenue Code Section 382.
An ownership change occurs when the ownership percentage of 3% or greater stockholders changes by more than 50% over a
three-year period. A 5% reduction in the Company's current valuation allowance on these federal and state net operaling loss
carryforwards would result in an income tax benefit of approximately $40.0 million,

The Company’s ModusLink subsidiary has undistributed earnings from its foreign subsidiaries of approximately $42.3 miilion
at July 31, 2006, of which approximately $17.2 million is considered to be permanently reinvested due to certain restrictions under
local laws as well as the Company’s plans to reinvest such earnings for future expansion in certain foreign jurisdictions, The
amount of taxes attributable to the permanently reinvesied undistributed earnings is not practically determinable. The Company has
recorded a deferred tax liability of $10.2 million on the remaining $25.1 million of undistributed earnings that are not considered to
be permanently reinvested.

Income tax expense attributable to income (loss) from continuing operations differs from the computed expense computed by
applying the U.S. federal income 1ax rate of 35 percent to pre-tax income (loss) from continuing operations as a result of the
following:

Years Ended July 31,

2006 2005 2004
{in thousands)

Computed “expected” iNCOME aX EXPENSE . . ... ..ottt e $11,361 $ 3762 % 6,019
Increase (decrease) in income tax benefit resulting from:

Reduction of estimated tax liabilities .. ... .. ... . . {1,951y (24,713) (76,439)

Losses not benefited (utilized) .. ... . . . (11,882) (5,662) 4,707

Siate income taxes, net of federal benefit ... ... ... . e 332 1,132 5,237

Foreign dividends .. ... . 7,678 11,346 —

Foreign Tax Rate Differential ... ... ... .. (3,631) (7,320} —

AMT Liability ..o 460

OeT e 1,413 1,522 358

Actual income tax expense (benefit) . ... ... ... ... L. $ 3,780 $(19,933) $(69,532)
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The calculation of the Company’s tax liabilities involves dealing with uncertainties in the application of compiex tax
regulations in several tax jurisdictions. The Company is periodically reviewed by domestic and foreign tax authorities regarding
the amount of taxes due. These reviews include questions regarding the timing and amount of deductions and the allocation of
income among various tax jurisdictions. In evaluating the exposure associated with various filing positions, we record estimated
reserves for probable exposures. Based on our evaluation of current tax positions, the Company believes it has appropriately
accrued for exposures. During fiscal 2006 and 2005, the Company recorded an income tax benefit of $2.0 million and $24.7
million, respectively, as a result of a reduction in the Company’s estimate of certain tax liabilities that had been included in accrued
income taxes on the Company’s Balance Sheet.

(14) SELECTED QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

The following table sets forth selected quarterly financial information for the fiscal years ended July 31, 2006 and 2005. The
operating results for any given quarter are not necessarily indicative of results for any future period. The Company's common
stock is traded on the Nasdaq Global Market under the symbol “CMGL™ Included below are the high and low sales prices during
each quarterly period for the shares of common stock as reported by Nasdag.

Fiscal 2006 Quarter Ended Fiscal 2005 Quarter £nded
Oct. 31 Jan. 31 Apr. 30 Jul. 31 Oct. 31 Jan. 31 Apr. 30 Jul. 31
(in thousands except market price data)

Netrevenue ....................... $303.,409 $318,849 $264.748 $261.880 $253.224 $292.025 $260,844 $247.414
Costofrevenue ................. ... 272,437 288,445 235886 233,887 222496 253,327 233,897 223343
Grossprofit ....................... 30,972 30,404 28.862 27,993 30,728 38.698 26,947 24,071
Selling .. ... 5,388 5,293 5,108 4,279 5,657 5.302 4,737 5.882
General and administrative .. ....... ., 21,117 20,276 21,710 20,130 20,094 20,340 21,144 19,035
Amortization of intangible assets . ... .. 1,206 1,206 1,206 1,206 1,307 1,305 1,308 1,306
Restructuring, net .................. 977 5,326 2,582 636 1,336 977 1,472 1,473
Operating income (loss) ............. 2,284 (1.697y (1,744 1,742 2,334 10,774 (1,714)  (3.625)
Interest income (expense), net ........ 621 662 648 1.474 207 287 812 456
Other gains (losses), net ............. 3,236 (1,119 21976 4,425 (1.442) (1,157 (14) 5,227
Equity in earnings (losses) of affiliates,

NEL .o e (403) 5 325 24 {226) 303 (338) (1,135
Income tax (expense) benefit ......... {943) (758) 738 2,817y (1.526)  (1.0200 23,099 (620
Income (loss) from continuing

Operations . ............. ... ..... 4,795 (2.907) 21,943 4,848 (653) 9,187 21,845 303
Discontinued operations, net of income

TAXES ot (2,663) (3.408) (209  (7,394) 100 (1.951)  (2,277) (29)
Netincome (loss) .................. $ 2,132 § 6315 % 21674 § (25460 % (553) % 1.236 $ 19,568 $ 274

Basic and diluted earnings (loss) per

share:
Earnings from continuing operations ... $ 001 $ (0O0D)S$ 004 § 001 $ ©OOS$ 002 5§ 004 $ 000
Income (loss) from discontinued

operations ............ ... .. ..., $ (0.01)$ (VOIS (000 $ ©002)$ 000 $ O.0MF (0.00)F (0.00)
Earnings (loss) .................... $ 000 % (O2)$ 004 $§ VODS 000§ 002 % 004§  0.00
Shares used in computing basic earnings

(loss)pershare .................. 482,063 482,727 483,188 483,695 469,720 475072 477,515 479,283
Shares used in computing diluted

earnings (loss) pershare .. ......... 487,435 482,727 485927 485055 469,720 485,719 486,210 486.605
Market Price:

High ... ... ... ... ... . $ 192 % 184 % 155 3% 147 $ 198 3 300 $ 234 $§ 241
Low ... ... $ 146 8 146 3 1298 099 % 114§ 127§ 173§ 166
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{15} COMPREHENSIVE INCOME (LOSS)

The components of comprehensive income (loss), net of income taxes, are as follows:

For the Year Ended July 31,

2006 2005 2004
(in thousands)

Nt I OMIE . . . e e $14,945 $26,525 $ 86,975
Net unrealized helding gain (loss) arising during period .. .. ... ... ... ... . ... ... ... 2,278 (i4) 960
Reclassification adjustment for realized (gains) losses included innetincome . ..............., 83 — (44,543)

2,361 (14)  (43,583)
Net unrealized foreign currency translation adjustment arising during the period ............... 1,599 2,678 (338)
Minimum pension liability adjustment . ....... . ... e 338 (338) —

1,937 2,340 (338)
Comprehensive INCOME . .. .. ...ttt e e e Lo $19,243 $28,851 § 43,054

The components of accumulated comprehensive income (loss), net of income taxes, are as follows:

For the Year Ended July 31,
2006 2005 2004
(in thousands)

Net unrealized holding gains (JOSSE8) . . .. oo vttt e et e e e $2328 $ (33) $ (19)
Cumulative foreign currency translation adjustment . ... ... ... .. ... . . . . . . i 3961 2,362 (3106)
Minimum pension liability adjustment . . .. ... e — (338) —

Accumulated other comprehensive income (10S8) .. .. . ... . . . e $6,280 $1,991 $(335)

(16) ALLOWANCES AND RESERVES

The Allowance for Doubtful Accounts consists of the following:

For the Year Ended July,
2006 2005 2004
(in thousands)

Balance at beginning of period .. ... ... .. L $2,107 $ 573 $99%
ACQUISTHONS (B) . .. .. ittt e e e e e e e e — 1,479 —_
Additions charged to general and administrative expense (Bad debt expenses) . . ................... 162 382 124
Write-offs charged against the reserve . ... . i (1,146) (327y (547)
Balance atend of period . ... ... .. .. .. ... e $1,123 $2,107 $573

(a) Amount of $1.5 million in fiscal 2005 relates to the acquisition of Modus in August 2004.

{17) DEFINED BENEFIT PENSION PLAN

In connection with the acquisition of Modus during fiscal 2005, the Company assumed certain obligations related to the
defined benefit pension plan covering certain of its employees in its Apeldoorn, Nethertands facility in Europe.

The Company uses a July 31 measurement for the measurement date to determine its projecied benefit obligation and fair
value of plan assets for the purposes of determining the Plan’s funded status and the net periodic benefit costs for the following
year.
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The changes in benefit obligation and Plan assets were as follows:

Obligation and Funded Status

July 31,
2006 2005
{in thousands)

Changes in benefit obligation

Benefit obligation at beginning of year .. ... ... $ 7619 §4437
B eIVICE COSL . L. o e e e 921 499
INEErest COSL . ..ot 320 233
Actuarial (Zain) lOSS . . ... e (1,750) 2,197
Employee or employer contributions . ... ... ... 387 328
AdMIniStrative BXPENSES . . ...ttt e (121 (75)
Currency translation . ... .. . e 396 —
Benefit obligation atend of year .. ... . ... . e 71772 7,619
Change in plan assets

Fair value of plan assets at beginning of year . ......... .. ... .. ... ... ... .. ..., 4,580 3.879
Actual return onplan assets . .. ... ... e 252 217
Employee contributions . .. ... ... e 387 328
Employercontribution . . ... . e e 448 23]
Benefits paid ... ... . e — —
Administrative eXPEenSeS . . . ..ottt e e (121) (1%
Currency translation . ... ... . ... e e e 238 —
Fair value of plan assets atend of year ..... ... ... .. .. ... .. L. iiiiiiiiil.. 5,784 4,580
Funded Status ... .. .. ... ... . i (1,987)  (3,038)
Unrecognized net actuarial loss .. ... ... ... . .. 325 2,147
Netamount recognized .. ... ... .. .. . . . .. .. . e e $(1,662) $ (891}

Amounts recognized in the statement of financial position consist of :

July 31,
2006 2005
Accrued benefit COSt . ... . $(1,662) $(1,229)
Accumulated other comprehensive income . ... ... ... ... L e — 338
Net amount recogmized .. ... ... i $(1,662) $ (891)

The accumulated benefit obligation for the defined benefit pension plan was $6.0 million and $5.9 million at July 31, 2006
and 2005, respectively.

Information for pension plans with an accumulated benefit obligation in excess of plan assets:

July 31,
2006 2005

(in thousands)

Projected benefit obligation . ....... .. ... .. .. L $7,772  $7.619
Accumulated benefitobligation .. ... ... ... $5,972 $5.882
Fairvalue of planassets . ... ... . e $5,784  $4,580
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For the years ended July 31, 2006 and 2005, the Company’s net pension costs were comprised of:

Components of net periodic pension costs:

July 31,
2006 2005
(in thousands)
S BIVICE COSL . . oottt e $ 921 $499
et COSES ... oot 320 232
Expected return on plan g88€18 . .. o« oottt (179 (167
Amortization of net (gain) loss . ... .. . . g _
Net periodic benefitcosts . ....... ... . .. i $1,172  $ 564
Additional information
July 31,
2006 2005
(in thousands)
Increase in minimum liability included in other comprehensive income . ............ ... $— $338
Assumptions
Weighted-average assumptions used to determine benefit obligations at July 31:
July 31,
2006 2005
(in thousands)
DISCOURETAME . .ottt e et e e e e i e e 4.75%  4.0%
Rate of compensation inCrease . ........ ... ittt 20% 2.0%
Weighted-average assumptions used to determine net periodic benefit cost for years ended July 31:
July 31,
2006 2005
(in thousands}
DISCount rate .. ... 475% 4.0%
Expected long-term return on plan assets ... ........c. i 4.25%  3.5%
Rate of compensation INCIeaSe . .. ...ttt i e e it e 2.0% 2.0%

Benefit payments

The following table summuarizes expected benefit payments from the plan through fiscal 2016. Actual benefit payments may
differ from expected benefit payments. The minimum required contributions to the plan are expected to be approximately $0.5
million in fiscal 2007,

Pension Benefits
(in thousands)

For the fiscal year ended July 31:

200 $ 39
2008 e e $ 55
200 L e e $ 69
2000 . $ 83
200l $ 97
Thercalter .. ... o $800

The plan actuary applies rates of return based on historic performance of the type of investments which comprise the plan, and
analysis of the current trends of return rates for these types of investments and the investment policy adopted by the plan. The
expected rates are based on published surveys of expected long-term rates.

The defined benefit plan has 100% of its assets invested in a bank-managed portfolio of debt securities. Conservation of
capital with some conservative growth potential is the strategy for this plan,
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ITEM 9.—CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None,

ITEM 9A.—CONTROLS AND PROCEDURES

Disclosure Controls and Procedures. Our management, with the participation of our Chief Executive Officer and Interim
Chief Financial Officer, evaluated the effectiveness of our disclosure controls and procedures (as defined in Rule 13a-15(e) of the
Exchange Act) as of the end of the period covered by this report. Based on that evaluation, our Chief Executive Officer and Interim
Chiet Financial Officer concluded that our disclosure controls and procedures as of the end of the period covered by this report
were effective in ensuring that information required to be disclosed by us in reports that we file or submit under the Exchange Act
is recorded, processed, summarized and reported within the time periods specified in the Securities and Exchange Commission’s
rules and forms, and that the information is accumulated and communicated to our management, including our Chief Executive
Officer and Interim Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure.

Management's Report on Internal Control Over Financial Reporting and Attestation of Independent Registered Public
Accounting Firm. The report of our management regarding internal control over financial reporting {as defined in Rule 13a-15(f) of
the Exchange Act) and the attestation report of our independent registered public accounting firm are included in Trem 8 of this
Annual Report on Form 10-K, and are incorporated herein by reference.

Changes in Internal Control Over Financial Reporting. There was no change in our internal control over financial reporting

{as defined in Rule 13a-15(f) of the Exchange Act) that occurred during our fourth quarter of fiscal 2006 that has materially
affected, or is reasonably likely to materially affect, our internal control over financial reporting.

ITEM 9B.—OTHER INFORMATION

None.
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PARTIII

ITEM 10.—DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Incorporated by reference to the portions of the Definitive Proxy Statement entitled “Proposal 1—Election of Directors,”
“Additional Information—Management,” “Additional Information—Section 16(a) Beneficial Ownership Reporting Compliance™
and “Additional Information—Audit Committee Financial Expert.”

During the fourth quarter of fiscal 2006, we made no material changes 1o the procedures by which stockholders may
recommend nominees to our Board of Directors, as described in our most recent proxy statement.

The Company has adopted a Code of Business Conduct and Ethics that applies to ali directors, officers and employees of the
Company, including the Company’s principal executive officer, and its senior financial officers (principal financial officer and
controller or principal accounting officer, or persons performing similar functions). A copy of the Company’s Code of Business
Conduct and Ethics is filed with or incorporated by reference in this report.

ITEM 11.—EXECUTIVE COMPENSATION

Incorporated by reference to the portions of the Definitive Proxy Statement entitled “Additional Information—Executive
Compensation,” “Additional Information—Director Compensation,” “Additional Information—Human Resources and
Compensation Committee Report,” “Additional Information—Stock Performance Graph,” and “Additional Information—
Employment Agreements and Severance and Change of Control Arrangements.”

ITEM 12.—SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

Information regarding the security ownership of certain beneficial owners and management is incorporated by reference to the
portion of the Definitive Proxy Statement entitled “‘Security Ownership of Certain Beneficial Owners and Management.”

Equity Compensation Plan Information as of July 31, 2006

The following table sets forth certain information regarding the Company’s equity compensation plans as of July 31, 2006:

(a) (b) (©)

Number of securities
Number of securities to Weighted-average available for future issuance

be issved upon exercise exercise price of under equity compensation
of outstanding options,  outstanding options, plans (excluding securities
Plun Category warrants and rights warrants and rights reflected in column (a)
Equity compensation plans approved by security holders . . . . 12,895,728 $1.75 19,973,357(1)
Equity compensation plans not approved by security
holders ... . e i 4,114,837 §1.50 8,399,044
Total ... e 17,010,565 $1.69 28,372,401

(1) Includes 766,304 shares available for issuance under the Company’s Amended and Restated 1995 Employee Stock Purchase
Plan, as amended.

ITEM 13.—CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Incorporated by reference to the portions of the Definitive Proxy Statement entitled “Additional Information—Certain
Relationships and Related Transactions.”

ITEM 14.—PRINCIPAL ACCOUNTING FEES AND SERVICES

Incorporated by reference to the portion of the Definitive Proxy Statement entitled “Additional Information—Independent
Auditors’ Fees™ and “Additional Information—Audit Committee Policy on Pre-Approval of Services of Independent Registered
Public Accounting Firm.”
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PART IV
ITEM 15.—EXHIBITS, FINANCIAL STATEMENT SCHEDULES

Financial Statements.

The financial statements listed in the Index to Consolidated Financial Statements are filed as part of this report,

Financial Statement Schedules.

All financial statement schedules have been omitted as they are either not required, not applicable, or the information is
otherwise included.

Exhibits.

The exhibits listed in the Exhibit Index immediately preceding such exhibits are filed with or incorporated by reference in this
report.
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SIGNATURES

Pursuant 10 the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused
this report to be signed on its behalf by the undersigned. thereunto duly authorized.

CMGI, INC.

Date: October 16, 2006 By: s/ JosepH C. LAWLER

Joseph C. Lawler
Chairman, President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the Registrant and in the capacities and on the date set forth above,

Signature Title
/s/ JosePH C. LAWLER Chairman, President and Chief Executive Officer
Joseph C. Lawler (Principal Executive Officer)
/si Davip J. RILEY Interim Chief Financial Officer (Principal Financial
David J. Riley and Accounting Officer)
fs/ ANTHONY J. BAY Director

Anthony J. Bay

Is/ VIRGINIA G. BREEN Director

¥Yirginia G. Breen

/s THomas H. JOHNSON Director

Thomas H. Johnson

/sf  FRANCIS ). JULES Director

Francis J. Jules

/s/ EpwaRrDp E. LUCENTE Director

Edward E. Lucente

fs/ MiCHAEL J. MARDY Director
Michuel J. Mardy
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EXHIBIT INDEX

Agreement and Plan of Merger, by and among CMGI, Inc., Westwood Acquisition Corp. and Modus Media, Inc., dated
as of March 23, 2004 is incorporated herein by reference to Exhibit 2.1 to the Registrant’s Current Report on Form 8-K
dated March 23, 2004 (File No. 000-23262).

Restated Certificate of Incorporation of the Registrant is incorporated herein by reference to Exhibit 4.1 to the
Registrant’s Registration Statement on Form S-3 (File No. 333-85047).

Certificate of Designations, Preferences and Rights of Series D Preferred Stock of the Registrant is incorporated herein
by reference to Exhibit 4.1 to the Registrant’s Current Report on Form 8-K dated August 18, 1999 (File No. 000-23262).

Amendment of Restated Certificate of Incorporation of the Registrant, dated May 5, 2000 is incorporated herein by
reference to Exhibit 3.1 to the Registrant’s Quarterly Report on Form 10-Q for the fiscal quarter ended April 30, 2000
{File No. 000-23262).

Certificate of Elimination of Series C Convertible Preferred Stock of the Registrant is incorporated herein by reference
to Exhibit 3.1 to the Registrant’s Quarterly Report on Form 10-Q for the fiscal quarter ended January 31, 2002 (File No.
000-23262).

Restated By-Laws of the Registrant, as amended, are incorporated herein by reference to Exhibit 3.3 of the Registrant’s
Registration Statement on Form S-4 (File No. 333-92107).

Specimen stock certificate representing the Registrant’s Common Stock is incorporated herein by reference to Exhibit
4.1 to the Registrant’s Annual Report on Form 10-K for the fiscal year ended July 31, 2004 {File No. 000-23262).

Form of senior indenture is incorporated herein by reference to Exhibit 4.1 to the Registrant’s Registration Statement on
Form §-3 (File No. 333-93005).

Form of subordinated indenture is incorporated herein by reference to Exhibit 4.2 to the Registrant’s Registration
Statement on Form S-3 (File No. 333-93005).

2000 Stock Incentive Plan is incorporated herein by reference to Appendix Il to the Registrant’s Definitive Schedule
14A filed November 17, 2000 (File No. 000-23262).

Amended and Restated 1995 Employee Stock Purchase Plan, as amended, is incorporated herein by reference to
Appendix II to the Registrant’s Definitive Schedule 14A filed November 16, 2001 (File No. 000-23262).

Amendment No. 3 to Amended and Restated 1995 Employee Stock Purchase Plan is incorporated herein by reference to
Exhibit 10.1 to the Registrant’s Quarterly Report on Form 10-Q for the fiscal quarter ended January 31, 2006 (File No.
000-23262).

Amended and Restated 1999 Stock Option Plan For Non-Employee Directors is incorporated herein by reference to
Exhibit 10.1 to the Registrant’s Quarterly Report on Form 10-Q for the fiscal quarter ended April 30, 2001 (File No.
000-23262).

Amendment No. 1 to Amended and Restated 1999 Stock Option Plan for Non-Employee Directors is incorporated
herein by reference to Exhibit 10.1 to the Registrant’s Quarterly Report on Form 10-Q for the fiscal quarter ended April
30, 2003 (File No. 000-23262).

2002 Non-Gfficer Employee Stock Incentive Plan, as amended, is incorporated herein by reference to Exhibit 10.1 to the
Registrant’s Quarterly Report on Form 10-Q for the fiscal quarter ended April 3¢, 2002 (File No. 000-232632).

Form of Non-Statutory Stock Option Agreement for usage under the Registrant’s 2000 Stock Incentive Plan and 2004
Stock Incentive Plan is incorporated herein by reference to Exhibit 99.3 to the Registrant’s Current Report on Form 8-K
dated September 7, 2005 (File No. 000-23262).

Form of Incentive Stock Option Agreement for usage under the Registrant’s 2000 Stock Incentive Pian and 2004 Stock
Incentive Plan is incorporated herein by reference to Exhibit 99.4 to the Registrant’s Current Report on Form 8-K dated
September 7, 2005 (File No. 000-23262).

Form of Restricted Stock Agreement for usage under the Registrant’s 2000 Stock Incentive Plan and 2004 Stock
Incentive Plan is incorporated herein by reference to Exhibit 99.5 to the Registrant’s Current Report on Form 8-K dated
September 7, 2005 (File No. 000-23262).
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2005 Non-Employee Director Plan is incorporated herein by reference to Appendix V to the Registrant’s Definitive
Schedule 14A filed November 7, 2005 (File No. 000-23262).

Form of Non-Statutory Stock Option Agreement for usage under the Registrant’s 2005 Non-Employee Director Plan.

2004 Stock Incentive Plan is incorporated herein by reference to Appendix VI to the Registrant’s Definitive Schedule
14A filed November 2, 2004 (File No. 000-23262).

1997 Stock Incentive Plan of Modus Media, Inc., and Amendment No. 1 thereto, is incorporated herein by reference to
Exhibit 10.3 to Modus Media International Holdings, Inc.’s Registration Statement on Form S-1 (File No. 333-92559).

Amendment No. 2 to 1997 Stock Incentive Plan of Modus Media, Inc. is incorporated herein by reference to Exhibit
99.2 to the Registrant’s Registration Statement on Form S-8 (File No. 333-117878).

1997 Class A Replacement Option Plan of Modus Media, Inc. is incorporated herein by reference 10 Exhibit 10.22 to
Modus Media International Holdings, Inc.’s Registration Statement on Form S-1 (File No. 333-92559).

1997 Class B Replacement Option Plan of Modus Media, Inc. is incorporated herein by reference to Exhibit 10.23 to
Modus Media International Holdings, Inc.’s Registration Statement on Form S-1 (File No. 333-92559).

FY 2003 Executive Bonus Plan for CMGI, Inc. is incorporated herein by reference to Exhibit 99.1 to the Registrant’s
Current Report on Form 8-K dated November 4, 2004 (File No. 000-23262).

FY 2005 Executive Bonus Plan for ModusLink Corporation is incorporated herein by reference to Exhibit 99.2 to the
Registrant’s Current Report on Form 8-K dated November 4, 2004 (File No. 000-23262).

CMGI, Inc. Amended and Restated Director Compensation Plan, dated as of October 2, 2006.

Employment Offer Letter from the Registrant to Joseph C. Lawler, dated August 23, 2004 is incorporated herein by
reference to Exhibit 99.1 to the Registrant’s Current Report on Form 8-K dated August 23, 2004 (File No. 000-23262).

Executive Severance Agreement, dated as of August 23, 2004, by and between the Registrant and Joseph C. Lawler is
incorporated herein by reference to Exhibit 99.2 to the Registrant’s Current Report on Form 8-K dated August 23, 2004
(File No. 000-23262).

Relocation Expense Reimbursement Agreement, dated as of August 23, 2004, by and between the Registrant and
Joseph C. Lawler is incorporated herein by reference to Exhibit 99.3 to the Registrant’s Current Report on Form 8-K
dated August 23, 2004 (File No. 000-23262).

Indemnification Agreement, dated as of August 23, 2004, by and between the Registrant and Joseph C. Lawler is
incorporated herein by reference to Exhibit 99.4 to the Registrant’s Current Report on Form 8-K dated August 23, 2004
(File No. 000-23262).

Restricted Stock Agreement, dated as of August 27, 2004, by and between the Registrant and Joseph C. Lawler is
incorporated herein by reference to Exhibit 99.5 to the Registrant’s Current Report on Form 8-K dated August 23, 2004
(File No. 000-23262).

Non-Siatutory Stock Option Agreement, dated as of August 23, 2005, by and between the Registrant and Joseph C.
Lawler is incorporated herein by reference to Exhibit 99.1 to the Registrant’s Current Report on Form 8-K dated
August 23, 2005 (File No. 000-23262).

Restricted Stock Agreement, dated as of August 23, 2005, by and between the Registrant and Joseph C. Lawler is
incorporated herein by reference to Exhibit 99.2 to the Registrant’s Current Report on Form 8-K dated August 23, 2005
(File No. 000-23262).

Offer Letter from the Registrant to Thomas Oberdorf, dated March 1, 2002, is incorporated herein by reference to
Exhibit 10.4 to the Registrant’s Quarterly Report on Form 10-Q for the fiscal quarter ended April 30, 2002 (File No.
000-23262).

Executive Severance Agreement, dated as of March 4, 2002, by and between the Registrant and Thomas Oberdorf is
incorporated herein by reference to Exhibit 10.5 to the Registrant’s Quarterly Report on Form 10-Q for the fiscal
quarter ended April 30, 2002 (File No. 000-23262).

Executive Retention Agreement, dated as of August 28, 2002, by and between the Company and Peter L. Gray is
incorporated herein by reference to Exhibit 10.27 to the Registrant’s Annual Report on Form 10-K for the fiscal year
ended July 31, 2002 (File No. 000-23262).
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Employment Offer Letter, dated July 9, 2002, from SalesLink Corporation to Rudolph Westerbos, as amended, is
incorporated herein by reference to Exhibit 10.27 10 the Registrant’s Annual Report on Form 10-K for the fiscal year
ended July 31, 2004 (File No, 000-23262).

Termination/Amicable Settlement Agreement by and between ModusLink Tilburg B.V., CMGI, Inc., ModusLink
Corporation and ModusLink Corporation’s direct and indirect subsidiaries and Rudolph J. Westerbos, dated December
{4, 2003, is incorporated herein by reference to the Registrant’s Current Report on Form 8-K dated December 14, 2005
(File No. 000-23262).

Severance Agreement, dated August 5, 2002, by and between Modus Media International, Inc. and Daniel Beck is
incorporated herein by reference to Exhibit 10.28 to the Registrant’s Annual Report on Form 10-K for the fiscal year
ended July 31, 2004 (File No. 000-23262).

Employment Letter, dated as of June 17, 2004, from Modus Media International, In¢. to W, Kendale Southerland is
incorporated herein by reference 1o Exhibit 10.29 to the Registrant’s Annual Report on Form 10-K for the fiscal year
ended July 31, 2004 (File Na. 000-23262).

Employment Offer Letter from ModusLink Corporation to W. Kendale Southerland, dated April 7, 2005, is
incorporated herein by reference to Exhibit 10.1 to the Registrant’s Current Report on Form 8-K dated April 7, 2003
(File No. 000-23262).

Severance Agreement and General Release, dated May 22, 2006, by and between ModusLink Corporation and W.
Kendale Southerland is incorporated herein by reference to Exhibit 10.2 to the Registrant’s Current Report on Form 8-
K dated June 12, 2006 (File No, 000-23262).

Employment Offer Letter from ModusLink Corporation to William R. McLennan dated February 3, 2005 is
incorporated herein by reference to Exhibit 10.1 to the Registrant’s Current Report on Form 8-K dated February 7,
2005 (File No. 000-23262).

Restricted Stock Agreement, dated February 7, 2005, by and between the Registrant and William R. McLennan is
incorporated herein by reference to Exhibit 10.2 to the Registrant’s Current Report on Form 8-K dated February 7,
2005 (File No, 000-23262).

Expatriate Assignment Letter, dated as of February 16, 2005, by and between ModusLink Corporation and William R,
McLennan is incorporated herein by reference to Exhibit 10.4 to the Registrant’s Quarterly Report on Form 10-Q for
the fiscal quarter ended January 31, 2005 (File No. 000-23262).

Letter Agreement. dated January 9, 2006, by and between ModusLink Corporation and William R. McLennan is
incorporated hereby by reference to the Registrant’s Current Report on Form 8-K dated January 9, 2006 (File No. 000-
23262).

Letter Agreement, dated April 17, 2006, by and between Mark J. Kelly and ModusLink Corporation, is incorporated
herein by reference to Exhibit 10.1 of the Registrant’s Current Report on Form 8-K dated April 17, 2006 (File No. 000-
23262).

Letter Agreement. dated June 12, 2006, by and between CMGI, Inc. and David J. Riley is incorporated herein by
reference to Exhibit 10.1 to the Registrant’s Current Report on Form 8-K dated June 12, 2006 (File No. 000-23262).

Form of Restricted Stock Agreement, dated September 2, 2003, by and among the Registrant and each of George A.
McMillan. Thomas Oberdorf and Peter L. Gray is incorporated hercin by reference to Exhibit 1113 to the Registrant’s
Quarterly Report on Form 10-Q for the fiscal quarter ended October 31, 2003 {File No. 000-23262).

Form of Restricted Stock Agreement, dated August 2, 2004, by and among the Registrant and each of Thomas
Oberdorf, Peter L. Gray, Daniel F. Beck, W. Kendale Southerland and Rudolph J. Westerbos is incorporated herein by
reference (o Exhibit 10.6 to the Registrant’s Quarterly Report on Form 10-Q) for the fiscal quarter ended October 31,
2004 (File No. 000-23262).

Restricied Stock Agreement, dated August 5, 2004, by and between the Registrant and Daniel F. Beck is incorporated
herein by reference 1o Exhibit 1(17 1o the Registrant’s Quarterly Report on Form 10-Q for the fiscal quarter ended
October 31, 2004 (File No. 000-23262).

Restricted Stock Agreement, dated August 5, 2004, by and between the Registrant and W. Kendale Southerland is
incorporated herein by reference to Exhibit 10.8 to the Registrant’s Quarterly Report on Form 10-Q for the fiscal
quarter ended October 31, 2004 (File No. 000-23262).
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Form of Director Indemnification Agreement (executed by the Registrant and each member of the Board of Directors)
is incorporated herein by reference to Exhibit 10.1 to the Registrant’s Annual Report on Form 10-K for the fiscal year
ended July 31, 1998 (File No. 000-23262),

Second Amended and Restated Loan and Security Agreement, dated October 31, 2005, by and among ModusLink
Corporation, SalesLink LLC and SalesLink Mexico Holdings Corp., as borrowers, and LaSalle Bank National
Association and Citizens Bank of Massachusetts, as lenders, is incorporated herein by reference to Exhibit 99,1 to the
Registrant’s Current Report on Form 8-K dated October 31, 20035 (File No. 000-23262).

CMG @Venures 1, LLC Limited Liability Company Agreement, dated December 18, 1997 is incorporated herein by
reference to Exhibit 10.1 to the Registrant’s Quarterly Report on Form 10-Q for the fiscal quartier ended April 30,
1998 (File No. 000-23262).

CMG@Ventures 11, LLC Operating Agreement, dated as of February 26, 1998 is incorporated herein by reference to
Exhibit 10.69 to the Registrant’s Annual Report on Form 10-K for the fiscal year ended July 31, 1998 (File No. 000-
23262).

Limited Liability Company Agreement of CMG@ Ventures 111, LLC, dated August 7, 1998 is incorporated herein by
reference to Exhibit 10.46 to the Registrant’s Annual Report on Form 10-K for the fiscal year ended July 31, 1999
(File No. 000-23262).

Amendment to Limited Liability Company Agreement of CMG @ Ventures 111, LLC, dated June 7, 2002 is
incorporated herein by reference to Exhibit 10.63 to the Registrant’s Annual Report on Form 10-K for the fiscal year
ended July 31, 2002 (File No. 000-23262).

Amendment to Limited Liability Company Agreement of CMG@ Ventures 111, LLC, dated December 31, 2003 is
incorporated herein by reference to Exhibit 10.49 1o the Registrant’s Annual Report on Form 10-K for the fiscal year
ended July 31, 2004 (File No. 000-23262).

Agreement of Limited Partnership of @Ventures I, L.P., dated August 7, 1998 is incorporated hercin by reference 10
Exhibit 10.47 to the Registrant’s Annual Report on Form 10-K for the fiscal year ended July 31, 1999 (File No. 0()-
23262).

Amendment to Limited Liability Company Agreement of CMG@ Ventures 111, LLC, dated April 29, 2005, is
incorporated herein by reference to Exhibit 10.1 to the Registrant’s Current Report on Form 8-K dated April 29, 2005
{File No. 000-23262}.

Amendment to Limited Liability Company Agreement of CMG @ Ventures [, LLC, dated April 28, 2006. is
incorporated herein by reference to Exhibit 10.1 of the Registrant’s Current Report on Form 8-K dated April 28, 2006
(File No. 000-23262).

Amendment No. | to Agreement of Limited Partnership of @ Ventures 111, L.P., dated August 7. 1998 is incorporated
herein by reference to Exhibit 10.48 to the Registrant’s Annual Report on Form 10-K for the fiscal year ended July
31, 1999 (File No. 000-23262).

Amendment No. 5 to Agreement of Limited Partnership of @ Ventures I, L..P., dated June 7. 2002 is incorporated
herein by reference to Exhibit 10.66 to the Registrant’s Annual Report on Form 10-K for the fiscal year ended
July 31, 2002 (File No. 000-23262).

Amendment No. 6 to Agreement of Limited Partnership of @ Ventures I11, L..P,, dated November 10, 2003 is
incorporated herein by reference to Exhibit 10.53 to the Registrant’s Annual Report on Form 10-K for the fiscal year
ended July 31, 2004 (File No. 000-23262).

Amendment No. 7 to Agreement of Limited Partnership of @Ventures 111, L.P., dated June 29, 2004 is incorporated
herein by refevence to Exhibit 10.54 to the Registrant’s Annual Report on Form 10-K for the fiscal year ended July
31, 2004 (File No. 000-23262).

Agreement of Limited Partnership of @ Ventures Foreign Fund III, L.P., dated December 22, 1998 is incorporated
herein by reference to Exhibit 10.49 1o the Registrant’s Annual Report on Form 10-K for the fiscal year ended July
31, 1999 (File No. 000-23262).

Amendment No, | to Agreement of Limited Partnership of @ Ventures Foreign Fund I11, L.P., dated December 22,
1998 is incorporated herein by reference to Exhibit 10.50 to the Registrant’s Annual Report on Form 10-K for the
fiscal year ended July 31, 1999 (File No. 000-23262).
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Amendment No. 2 1o Agreement of Limited Partnership of @ Ventures Foreign Fund 111, L.P., dated June 7, 2002 is
incorporated herein by reference to Exhibit 10.69 to the Registrant’s Annual Report on Form 10-K for the {iscal year
ended July 31, 2002 (File No. 000-23262).

Amendment No. 3 10 Agreement of Limited Partnership of @ Ventures Foreign Fund I, L.P., dated February 26,
2003 is incorporated herein by reference to Exhibit 10.59 to the Registrant’s Annual Report on Form 10-K for the
fiscal year ended July 31, 2004 (File No. 000-23262).

Amendment No. 4 to Agreement of Limited Partnership of @ Ventures Foreign Fund 11, L.P., dated December 1,
2003 is incorporated herein by reference 1o Exhibit 10.60 to the Registrant’s Annual Report on Form 10-K for the
fiscal year ended July 31, 2004 (File No. 000-23262).

Amendment No. 5 to Agreement of Limited Partnership of @ Ventures Foreign Fund II1, L.P., dated June 30, 2004 is
incorporated herein by reference 1o Exhibit 10.61 to the Registrant’s Annual Report on Form 10-K for the fiscat year
ended July 31, 2004 (File No. 000-23262).

Amended and Restated CMGI@ Ventures 1V, LLC Limited Liability Company Agreement, dated as of July 27, 2001
is incorporated hercin by reference to Exhibit 10.69 to the Registrant’s Annual Report on Form 10-K for the fiscal
year ended July 31, 2001 (File No. 000-23262).

First Amendment to the Amended and Restated CMGI@ Ventures 1V, LLC Limited Liability Company Agreement,
dated as of August 16, 2001 is incorporated herein by reference to Exhibit 10.63 to the Registrant’s Annual Report on
Form 10-K for the fiscal year ended July 31, 2004 (File No. 000-23262).

Corrective Amendment to Amended and Restated CMGI@Ventures IV, LLC Limited Liability Company Agreement,
dated as of July 27, 2001 is incorporated herein by reference to Exhibit 10.64 to the Registrant’s Annual Report on
Form 10-K for the fiscal year ended July 31, 2004 (File No. 000-23262).

Second Amendment 1o the Amended and Restated CMGI@ Ventures 1V, LLC Limited Liability Company Agreement,
dated as of October 5, 2001 is incorporated herein by reference to Exhibit 10.65 to the Registrant’s Annual Report on
Form 10-K for the fiscal year ended July 31, 2004 (File No. 000-23262).

Third Amendment to the Amended and Restated CMGI@ Ventures [V, LLC Limited Liability Company Agreement,
dated as of April 12, 2002 is incorporated herein by reference to Exhibit 10.66 to the Registrant’s Annual Report on
Form 10-K for the fiscal year ended July 31, 2004 (File No. 000-23262).

Fourth Amendment to the Amended and Restated CMGI®@ Ventures IV, LLC Limited Liability Company Agreement,
dated as of August i, 2002 is incorporated herein by reference to Exhibit 10.67 to the Registrani’s Annual Report on
Form 10-K for the fiscal year ended July 31, 2004 (File No. 000-23262).

Fifth Amendment to the Amended and Restated CMGI@ Ventures 1V, LLC Limited Liability Company Agreement,
duted as of September 30, 2002 is incorporated herein by reference to Exhibit 10.68 to the Registrant’s Annual Report
on Form 10-K for the fiscal year ended July 31, 2004 (Fiie No. 000-23262).

Sixth Amendment to Amended and Restated CMGI@ Ventures IV, LLC Limited Liability Company Agreement,
dated as of January 24, 2003 is incorporated herein by reference 1o Exhibit 10.69 to the Registrant's Annual Report on
Form 10-K for the fiscal year ended July 31, 2004 (File No. 000-23262).

Seventh Amendment to Amended and Restated CMGI@ Ventures IV, LLC Limited Liability Company Agreement,
dated as of February 3, 2003 is incorporated herein by reference to Exhibic 10.70 to the Registrant’s Annual Report on
Form 10-K for the fiscal year ended July 31, 2004 (File No. 000-23262).

Eighth Amendment to Amended and Restated CMGI@ Ventures IV, LLC Limited Liability Company Agreement,
dated as of May 14, 2004 is incorporated herein by reference to Exhibit 10.71 to the Registrant’s Annual Report on
Form 10-K for the fiscal year ended July 31, 2004 (File No. 000-23262).

Ninth Amendment to Amended and Restated CMGI@ Ventures [V, LLC Limited Liability Company Agreement,
daicd as of May 18, 2004 is incorporated herein by reference to Exhibit 10.72 to the Registrant’s Annual Report on
Form 10-K for the fiscal year ended July 31, 2004 (File No. 000-23262).

Limited Liability Company Agreement of @ Ventures Partners 111, LLC, dated as of June 30, 1999 is incorporated
herein by reference to Exhibit [0.72 to the Registrant’s Annual Report on Form 10-K far the fiscal year ended July
31, 2002 (File No. 000-23262).

First Amendment to Limited Liability Company Agreement of @ Ventures Partners 111, LLC, dated as of October 15,
2000 is incorporated hercin by reference to Exhibit 10.73 to the Registrant’s Annual Repert on Form 10-K for the
fiscal year ended July 31, 2002 (File No. 000-23262).




10.79*

10.80*

10.81%*

10.82*

10.83*

10.84*

10.85%

10.86*

10.87*

10.88*

10.89*

H).90*+

10.91*%

10.92

10.93

10.94%
10.95%

10.96*

Confirmation of Fee Waiver dated as of December 31, 2003 by and among CMG@ Ventures Capital Corp. and
@Ventures Partners IIl, LLC is incorporated herein by reference to Exhibit 10.75 to the Registrant’s Annual Report
on Form 10-K for the fiscal year ended July 31, 2004 (File No. 000-23262).

Second Amendment to Limited Liability Company Agreement of @ Ventures Partners 111, LLC, dated as of December
31, 2000 is incorporated herein by reference to Exhibit 10.76 to the Registrant’s Annual Report on Form 10-K for the
fiscal year ended July 31, 2004 (File No. 000-23262).

Third Amendment to Limited Liubility Company Agreement of @ Ventures Partners 111, LLC, dated as of July 31,
2001 is incorporated herein by reference to Exhibit 10.77 to the Registrant’s Annual Report on Form 10-K for the
fiscal year ended July 31. 2004 (File No. 000-23262).

Fourth Amendment to Limited Liability Company Agreement of @ Ventures Partners 111, LLC, dated as of June 21,
2002 is incorporated herein by reference to Exhibit [0.78 to the Registrant’s Annual Report on Form 10-K for the
fiscal year ended July 31, 2004 (File No. 000-23262).

Fifth Amendment to Limited Liability Company Agreement of @ Ventures Partners 111, LLC, dated as of January 24,
2003 is incorporated herein by reference to Exhibit 10.4 to the Registrant’s Quarterly Report on Form 10-Q for the
fiscal quarter ended October 31, 2004 (File No. 000-23262).

Sixth Amendment to Limited Liability Company Agreement of @ Ventures Partners 111, LLC, dated as of February 3,
2003 is incorporated herein by reference to Exhibit 10.5 to the Registrant’s Quarterly Report en Form 10-Q for the
fiscal quarter ended October 31, 2004 (File No. 000-23262).

Limited Liability Company Agreement of @ Ventures Investors, LLC, dated as of July 31, 1999 is incorporated herein
by reference to Exhibit 10.74 to the Registrant’s Annual Report on Form 10-K for the fiscal year ended July 31, 2002
(File No. 000-23262).

Limited Liability Company Agreement of @ Ventures Management, LLC, dated as of May 27, 1998 is incorporated
herein by reference to Exhibit 10.75 to the Registrant’s Annual Report on Form 10-K for the fiscal year ended July
31, 2002 (File No. 000-23262).

Management Contract, dated as of August 7, 1998, by and between @ Ventures Management, LLC and @ Ventures
IH, L.P. is incorporated herein by reference to Exhibit 10.76 to the Registrant’s Annual Report on Form 10-K for the
fiscal year ended July 31, 2002 (File No. 000-23262).

Management Contract, dated as of December 22, 1998, by and between @ Ventures Management, LLC and
@Ventures Foreign Fund III, L.P. is incorporated herein by reference to Exhibit 10.77 to the Registrant’s Annual
Report on Form 10-K for the fiscal year ended July 31, 2002 (File No. 000-23262).

Management Contract, dated as of September 4, 1998, by und between @ Ventures Management, LLC and CMG
@Ventures Iil, LLC is incorporated herein by reference to Exhibit 10.78 (o the Registrant’s Annuat Report on Form
LO-K for the fiscal year ended July 31, 2002 (File No. 000-23262).

Amendment to Management Contract, dated as of June 7, 2002, by and between @ Ventures Management, LLC and
@Ventures 111, L.P. is incorporated herein by reference to Exhibit 10.79 to the Registrant’s Annual Report on Form
10-K for the fiscal year ended July 31, 2002 (File No. 000-23262).

Amendment to Management Contract. dated as of June 7, 2002, by and between @ Ventures Management, LLC and
@ Ventures Foreign Fund 111, L.P. is incorporated herein by reference to Exhibit 10.80 to the Registrant’s Annual
Report on Form 10-K for the fiscal year ended July 31, 2002 (File No. 000-23262).

Amended and Restated Limited Liability Company Agreement of @ Ventures V. LLC dated as of Janvary 24, 2006 s
incorporated herein by reference to Exhibit 10.2 to the Registrant’s Quarterly Report on Form 10-Q for the fiscal
quarter ended January 31, 2006 (File No. 000-23262).

First Amendment to Amended and Restated Limited Liability Company Agreement of @ Ventures V. LLC, dated as
of September 7, 2006,

Summary Sheet of certain compensation to Directors and Executive Officers.

Employment Offer Letter from Modus Media International, Inc. 10 Daniel F. Beck, dated November 6. 2001, as
amended, is incorporated herein by reference to Exhibit 10.93 to the Registrant's Annual Report on Form 10-K for the
fiscal year ended July 31. 2005 (File No. 000-23262)

Summary of CMGI 2006 Restricted Stock Grant Bonus Plan is incorporated herein by reference to Exhibit 99.2 to the
Registrant’s Current Report on Form 8-K dated October 6, 2005 (File No. 000-23262).
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CMGI FY 2006 Executive Management Incentive Plan is incorporated herein by reference to Exhibit 99.1 to the
Registrant’s Current Report on Form 8-K dated October 6. 2005 (File No. 000-23262).

Lease Agreement, dated February 4, 2000, between Modus Media International, B.V. and ABN AMRO Ounroerend
Goed Lease en Financieringen B.V. is incorporated herein by reference to Exhibit 10.96 to the Registrant's Annual
Report on Form 10-K for the fiscal year ended July 31, 2005 {File No. 000-23262).

Amendment to Lease Agreement and Waiver Letter, dated February 28, 2002, by and among Modus Media
International, B.V., BPF Onroerend Goed Lease en Financieringen B.V. (formerly named ABN AMRO Onroerend
Goed Lease en Financieringen B.V.) and Modus Media International. Inc. is incorporated herein by reference to
Exhibit 10.97 to the Registrant’s Annual Report on Form 10-K for the fiscal year ended July 31, 2005 (File No. 000-
23262).

Second Amendment to Lease Agreement and Waiver Letter, dated December 3, 2002, by and among Modus Media
International, B.V., BPF Onroerend Goed Lease en Financieringen B.V. and Modus Media International, lnc. is
incorporated herein by reference to Exhibit 10.98 to the Registrant’s Annual Report on Form 10-K for the fiscal year
ended July 31, 2005 (File No. 000-23262).

Waiver Letter, dated December 18, 2002, Modus Media Internationai, B.V., BPF Onroerend Goed Lease en
Financieringen B.V. and Modus Media International, Inc. is incorporated herein by reference to Exhibit 10.99 to the
Registrant’s Annual Report on Form 10-K for the fiscal year ended July 31, 2005 (File No. 000-23262).

Letter, dated June 26, 2003, regarding Extension of Second Amendment to Lease and Waiver Letter dated December 3,
2002, from Modus Media International, Inc. to BPF Onroerend Goed Lease en Financieringen B.V. is incorporated
herein by reference 1o Exhibit [0.100 to the Registrant’s Annual Report on Form 10-K for the fiscal year ended July
31, 2005 (File No. 000-23262).

Letier, dated October 6, 2003, regarding Extension of Second Amendment to Lease and Waiver Letter dated December
3. 2002, from Modus Media International, Inc. 10 BPF QOnroerend Goed Lease en Financieringen B.V. is incorporated
herein by reference to Exhibit 10.101 to the Registrant’s Annual Report on Form 10-K for the fiscal year ended July
31, 2005 (File No. 000-23262).

Letter, dated October 31, 2003, by and among Modus Media Intemational, B.V., BPF Onroerend Goed Lease en
Financieringen B.V. and Modus Media International, Inc. is incorporated herein by reference to Exhibit 10,102 to the
Registrant’s Annual Report on Form 10-K for the fiscal year ended July 31, 2005 (File No. 23262).

Consulting Agreement, dated August 31, 2006, by and between CMGIL. Inc. and David S. Wetherell is incorporated
herein by reference to Exhibit 10.1 to the Registrant’s Current Report on Form 8-K dated August 31, 2006 (File No.
000-23262).

Code of Business Conduct and Ethics of the Registrant is incorporated herein by reference to Exhibit 14 to the
Registrant’s Annual Report on Form 10-K for the fiscal year ended July 31, 2003 (File No, 000-23262).

Subsidiaries of the Registrant,

Consent of Independent Registered Public Accounting Firm.

Certification of the Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Certification of the Chief Financial Officer pursuant 1o Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of the Chief Executive Officer Pursuant to 18 U.S.C Section 1350, as Adopted Pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002.

Certification of the Chief Financial Officer Pursuant to 18 U.S5.C Section 1350, as Adopted Pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002.

* Management contract or compensatory plan or arrangement filed in response to Item 15(a)(3) of the instructions to
Form 10-K.
1 Confidential treatment requested with respect to certain portions.
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